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Description of the Company’s Business
General ‘ ,

CeIlStar Corporatlon (the “Company or. “CellStar”) is a leadmg global prov1der of distribution and value-
added logistics services to-the wireless communications industry, with operations in the Asia-Pacific, North
America, Latin America and European regions. The Company facilitates the effective and efficient distribution of
handsets, related accessories, and other wireless products from leading manufacturers to network operators,
agents, resellers, dealers and retailers. The Company also provides activation services in some of its markets that
generate new subscribers for wireless carriers.

The Company’s-“Asia-Pacific Region” consists of the People’s Republic of China (the “PRC”), Hong Kong,
Taiwan, Singapore, The Philippines, and Korea. Malaysia was included in the Asia-Pacific Region until the
Company fully divested its ownership interests-in the third quarter of 2002. The Company’s “North American
Region” consists of the United States. The Company’s “Latin American Region” consists of Mexico, Chile,
Colombia, and the Company’s Miami, Florida operations. The Company’s “European Region” consists of
Sweden and The Netherlands.

The Company’s distribution services include purchasing, selling, warehousing, picking, packing, shipping
and “just-in-time” delivery of wireless handsets and accessories. In addition, the Company offers its customers
value-added services; including Internet-based supply chain services vid its OrderStar® system (patent pending),
Internet-based tracking and reporting, inventory management, miarketing, prepaid wireless products, product
fulfillment, kitting and customized packaging, private labeling, light assembly, accounts receivable management
and end-user support services. The Company also provxdes wireless activation services and operates retail
locations in certain markets from which w1re1ess commumcatlons products and accessories are marketed to the
public. :

The Company markets its products to wholesale purchasers using, ‘among other methods, direct sales
strategies, the Internet, strateglc account management, trade shows and trade Journal advertising. The Company
offers advertising allowances, ready-to-use advertising materials and displays, access to hard-to-firid products,
credit terms, a variety of name brand products and highly-responsive customer service.

The Company, a Delaware corporation, was formed in 1993 to hold the stock of National Auto Center, Inc.
(“National Auto Center”), a company that is now an operating subsidiary. National Auto Centér was originally
formed in 1981 to distribute and install automotive aftermarket products. In 1984, National Auto Center began
offering wireless commumcanons products and services. In 1989, National Auto Center became an authorized
distributor of _Motorola, Inc. (“Motorola™) wireless handsets in certain portions of the United States. National
Auto Center entered into similar arrangements with Motorola in the Latin American Region in 1991, and the
Company entered into similar arrangements with Motorola in the Asia—Paoiﬁc Region in 1994 and the European
Region in 1996. The Company has also entered into similar distributor agreements with other manufacturers,
including Nokia Inc. (“Nokia™), Sony Ericsson (USA) Inc. (“Sony Ericsson”), Samsung Electronics
LatinoAmerica Miami, Inc. (“Samsung”), Kyocera Wireless Corp: (“Kyocera”) and Wuhan NEC Mobile
Communication Co., Ltd. (“NEC”).

. Wireless communications technology encompasses wireless communications devices such as handsets,
personal digital assistants, satellite dishes, instant messaging devices, pagers and two-way radios. The Company
believes that handsets with“color screens, picture messaging, polyphonic speakers and digital camera capabilities
should increase consumer demand for new and replacement handsets. In addition, the emergence of new
technologies, including data products and services, should create opponumtles in the wireless.market as users
contmually strive to stay connected while remaining mobile.

From its inception in 1983, the wireless handset market grew rapidly until 2001, when overall growth in the
industry slowed. In 2002, the Company was faced with a difficult economic environment in the: wireless industry
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in general. Despite recent slowdowns, the Company believes that future growth in the worldwide subscriber base
and the convergence of existing and emerging technologies into a single multifunction handset enabling the user
to connect to a wireless web and take and send digital photographs should create significant new opportunities
for growth. The Company believes that the wireless communications industry should continue to grow, although
at a slower rate than in prior years, for a number of reasons, including increased service availability, the lower
cost of wireless service compared to conventional landline telephone systems, and -the availability of handsets
with emerging technologies. The Company also believes that advanced digital technologies have led to increases
in the number of network operators and resellers, which have.promoted greater competition for subscnbers and
will continue to result in increased demand for wireless communications products. -

CellStar’s revenues grew at a 8.2% compound annual rate for the five fiscal years ended November 30,
2002, and decreased 9.7% for the year ended November 30, 2002, compared to the prior fiscal year. The
Company generated 74.6% of its revenues in 2002 from operations conducted outside the United States.

Cautionary Statements

The Company’s success will depend upon, among other things, economic conditions, wireless market
conditions, the financial health of its largest customers, its ability to improve its operating margins, continue to
secure an adequate supply of competitive. products on a timely basis and on commercially reasonable terms,
service its indebtedness and meet covenant requirements, secure adequate financial resources, continually turn its
inventories and accounts receivable, successfully manage changes in the size of its operations (including
monitoring operations, controlling costs, maintaining adequate information systems and effective inventory and
credit controls), manage operations that are geographically dispersed, achieve significant penetration in existing
and new geographic markets, hire, train and retain qualified employees who can effectively manage and operate
its business, and successfully manage the repositioning of its operations.

The Company’s foreign operations are subject to various political and economic risks including, but not
limited to, the 'folﬂowing; political instability, economic instability, currency controls, currency devaluations,
exchange rate fluctuations, potentially unstable channels of distribution, increased credit risks, export control
laws that might limit the markets the Company can enter, inflation, changes in laws and enforcement policies
related to foreign ownership of businesses abroad, foreign tax laws, trade disputes among nations, changes in cost
of and access to capital, changes in import/export regulatlons including enforcement policies, “gray market”
resales, and tariff and freight rates. .

In addition to the factors list_ed above, threats of terrorist attacks in the United States, the U.S. retaliation for
these attacks, possible U.S. military action in Irag, the related decline in consumer confidence and continued
economic weakness in the U.S. and throughout the countries in which the Company does business could have a
material adverse impact on our business.

The Company’s consolidated financial statements and accompanying notes, which include certain business
segment and geographic information for the last three fiscal years, can be found in Part IV of this Form 10-K.

Asia-Pacific Region

The Company believes that in the Asia-Pacific Region, primarily in China, demand for wireless
communications services has been and should continue to be driven by an unsatisfied demand for basic phone
service due to the lack of adequate landline sérvice and limited wireless penetration. The Company believes that
wireless systems in this region offer a more attractive alternative to landline systems because wireless systems do
not require the substantial amount of time and investment in infrastructure (in the form of buried or overhead
cables) associated with landline systems. In addition, declining tariffs and low-end handsets are expected to
increase penetration in the future, as a larger proportion of the population will be able to afford to use wireless
communication services. According to UBS Warburg, LLC, for the Pacific Rim, total subscribers are estimated
to grow from approximately 328 million in 2001 to 676 million by 2005.
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In China, according to data provided by the Ministry of Information and Industry of the PRC (the “MII”),
the number of subscribers in recent years has increased at a.compound annual growth rate of 111%, from
approximately 177,000 at the end of 1992 to approximately 145 million at the end of 2001. According to the MII,
the number of mobile telephone subscribers in China as of December 31, 2002 was 206.6 million. This growth is
expected to continue, with the number of subscribers in China predicted to expand to 285 million by the year
2006, according to Datamonitor. As of December 2002, China had a penetration rate of approximately 16%.
Based on these and other factors, as well as the large population base and economic growth in this region, the
Company - believes-that phone users should increasingly use wireless systems, which should continue to create
growth opportunities-in the region. '

In the Asia-Pacific Region, the Company offers wireless handsets and accessories manufactured by Original
Equipment Manufacturers (“OEMSs”),: such as Nokia, Motorola; Sony Ericsson and NEC and aftermarket
accessories manufactured by a variety of suppliers. Throughout the region, the Company acts as a wholesale
distributor of wireless handsets to large and small volume purchasers.

CellStar (Asia) Corporation Limited (“CellStar Asia”), the oldest of the Company’s wholly-owned business
units in the region, derives its revenue principally from wholesale sales of wireless handsets to Hong Kong-based
companies that export these products.

Shanghai CellStar International Trading Co., Ltd. (“CellStar Shanghai”), a wholly-owned, limited liability
foreign trade company established in Shanghai, China, commenced operations in China in 1997 in the Shanghai
Waigaiqiao Bonded Zone. CellStar. Shanghai purchases wireless handsets locally manufactured by Nokia,
Motorola, Sony Ericsson and NEC and wholesales those products to distributors and retailers located throughout
China. CellStar Shanghai has also entered into cooperative arrangements with certain local distributors that allow
them to establish wholesale and retail operations.using CellStar’s trademarks. Under the terms of these
arrangements, CellStar Shanghai provides services,. sales support, training and access to promotional materials
for use in these distributors™ operations.. As a'result of these cooperative arrangements, approximately 1,700 retail
points of sale in China display the CellStar name and-trademarks. In exchange, those distributors agree to
purchase only from CellStar Shanghai those products sold by CellStar Shanghai.

. CellStar Shanghai currently deals with numerous local distributors, including distributors located in the ten
largest metropolitan areas in China. The Company has an extensive distribution network through its sales of
products to .26. wholesale. distributors located-throughout China. The Company has a total of 67 wholesale
customers in China. CellStar Shanghai’s.largest customer, Beijing Fengxing Shi Da, constituted approximately
10% of consolidated revenues for fiscal 2002. CellStar Shanghai is the major supplier for this customer, a
wholesale distributor located in northern China. CellStar Shanghai also provides marketing support to this
customer in the form of marketing managers-and other assistance. :

CellStar Shanghai leases warehouse, showroom and office space in the Pudong district of Shanghai, as well
as office and warehouse space in both Beijing and Guangzhou.

A substantial amount of revenues in the Asia-Pacific Region are generated in the China market. China is the
largest cellular phone market in the world, and the Company anticipates that the China market will continue to
expand. However, there can:be no assurance that growth in demand in China for mobile communications
products will continue at the current pace. )

Additionally, carriers in China historically have not subsidized the sale of handsets in connection with
activations as is frequently done in the U.S. market. As a result, the China market has begun to shift toward a
preference for less expensive handsets as the market begins to mature. Accordingly, the Company’s sales of
higher-end handsets manufactured by Nokia and Motorola, the Company’s largest suppliers for that market, have
been negatively impacted by increased competition from manufacturers of low-end handsets. The Company does
not currently have supply agreements with manufacturers of low-end handsets; however, the Company is

3



working to increase its product offerings to include such low-end handsets. There can be no assurance that the
Company will be able to procure such low- end handsets on favorable terms such that it can effectively compete
in this area.

For the year ended November 30, 2002, the five largest customers of the Asia-Pacific Region accounted for
approximately 46.6% of the total revenues of the region. The Company’s customers in the Asia-Pacific Region
are not obligated, pursuant to any contractual commitments or otherwise, to purchase any minimum amount of
the products distributed by its subsidiaries in the region. The region’s principal competitors are other agents who
distribute the same brands of mobile telephones as the Company, and increased sales by these competitors may
directly decrease the sales of products carried by the Company’s subsidiaries in the Asia-Pacific Region. Further,
the' Company expects competition to remain strong in the future, especially given the easing of restrictions on
foreign entities engaging in wholesale distribution, which is ant1c1pated in connection with China’s entry into the
World Trade Organization.

In China, operation of the business is materially affected by regulations that limit its methods of operation.
A wholly foreign owned trading company such as CellStar Shanghai is not permitted by current laws and
regulations to operate as a wholesaler or a retailer in the domestic China market. As a result, the Company’s
trading activities are currently carried out via government authorized commodities exchanges in the Waigaogiao
Bonded Zone which possess the requisite government licenses to conduct trading activities between enterprises
located in the Waigaogiao Bonded Zone and enterprises locaied outside that zone. The Company.'s operations in
the PRC are dependent upon the continuation of these trading practices in the Waigaoqiao Bonded Zone. If the
central or local PRC governmental authorities decide to reverse this practice, the Company’s operations in the
PRC may be adversely affected. The telecommunications industry in China-is a heavily regulated industry. Under
current regulations, foreign investors are restricted from participating in the operation and management of a
telecommunications services business in China. Further, the Renminbi, (the “RMB”) the currency used in the
PRC, is not a freely convertible currency. PRC legal requirements, and the interpretation thereof, are subject to
change from time to time. Any failure of the Company to comply with such reqmrements could harm its business
and adversely affect its financial condition and results of operatlons

The other countries in the Asia—Paciﬁc Region in Which the Company operates include Singapore, Taiwan,
The Philippines and Korea. Although the Company’s business in the Asia-Pacific. Region is predominantly
wholesale, retail operations are also conducted in Taiwan. Revenues in Singapore and The Philippines are
derived solely from wholesale customers. The Company’s operations in Korea consist of a majority-owned
(80%) subsidiary set up to locate and purchase product and' to develop relationships with local handset
manufacturers in the area. In the third quarter of 2002, due to the continuing deterioration in the Malaysia
market, the Company completed the divesture of its ownership interest in CellStar Amtel Sdn Bhd (“CellStar
Amtel”), a Malaysian joint venture in which the Company was a minority partner.

The following table outlines CellStar’s entry into the Asia-Pacific Region for countries in which operations
were conducted in fiscal 2002: A

Sfintﬂ Year Entered Type of Operation (as of November 30, 2002)

HongKong ..................oius. 1993 : Wholesale -

Singapore .............. ... ... S 1995 . . Wholesale.

The Philippines .. ................... 1995 Wholesale

Malaysia ..., 1995 Wholesale and Retail

(ownership divested in third quarter of 2002)

“Taiwan ........ ... .. oL e 1995 Wholesale and Retail

People’s Republicof China ........... 1997 - ‘Wholesale

Korea ........ ... ... il 2000 Purchasing




At November 30, 2002, the. Company sold its products to over 250 wholesale customers in the Asia-Pacific
Region, the ten: largest of which accounted for approximately 31% of .consolidated revenues. The Company
offers a broad product mix compatible with digital systems in the Asia-Pacific Region and anticipates that its
product offerings will continue to expand with the evolutlon of new technologles as they become commerc1a11y
viable. ' : : :

The Company markets its products to a variety of wholesale purchasers, including retailers, exporters and
wireless carriers, through its direct sales force, trade shows, direct advertising, and incentives to retail and
wholesale customers. To penetrate.local markets in'certain countries, the Company has made use of subagent and
license relationships. .o . :

North Amerlcan Regton

Wireless communications. services in the Umted States were developed as an alternative to conventional
landline systems and were among the fastest growing market segments in the communications industry. Growth
in subscribers in the United States decreased during 2002 due to the economic slow down and, more generally,
due to declining rates of subscnber growth as overall ratés of penetrat1on in the wireless mdustry approach 50%.

The Company offers a broad product mix in the United States, and anticipates that the Company’s product
offerings will continue to expand with- the evolution of new. technologies as they become commercially viable.
The Company distributes products through direct-to-retailer fulfillment, direct-to-distributor fulfillment and
direct-to-consumer fulfillment of both handsets and accessories. The Company also offers value-added
fulfillment services such as kitting, programming, one-off shipping, inventory: purchasing and warehousing to its
customers: In addition, the Company prov1des pnvate labehng services. for. handsets and accessories to several
major carriers. y : :

The Company offers wireless handsets and accessories manufactured by OEMs, such as'Motorola, Nokia]
Kyocera and Sony Ericsson, and ‘aftermarket accessories manufactured by a variety of suppliers. The Company’s
revenues in the North American Region are generated primarily from handset sales. The Company also offers
satellite dish technology. The Company’s distribution operations and value-added services complement the
manufacturer distribution channels by allowing the manufacturers to distribute their products to smaller volume
purchasers and retailers.

At November 30, 2002, the Company sold.its products to approximately 2,400 customers in the North
American Region, the ten largest of which accounted for approximately 14.6% of consolidated revenues.

In the fourth quarter.of 2002, the parent of one of the Company’s largest customers announced that some of
the customer’s.lenders under. its vendor credit facilities had ceased funding new loan requests, :that it was in
default.on certain credit facilities and that it was seeking new sources. of financing and a restructuring of its
outstanding indebtedness. These events of default provided the customer’s credit facility lenders with certain
rights under their credit agreements, including the right to declare their existing loans due and payable. Revenues
from this customer were less than 10% of the Company’s consolidated revenues for fiscal 2002.

In October 2002, the Company entered into an agreement with the customer to convert its current business
relationship to a primarily consignment relationship. Although the new business model did not have a significant
impact on fiscal 2002 revenues; the Company anticipates that revenues in future periods will decrease as the
Company receives fulfillment fees for the services provided pursuant to the agreement instead. of product
revenues. ‘The future impact on net income is dependent.upon the velume of fulfillment activity and the amount
of fulfillment fees received compared to'the historical. gross margin on product sales. There can be no assurance
that fulfillment fees.under the new agreement will equal historical gross margin. By-converting to a primarily
consignment relationship, the Company has reduced its accounts receivable exposure. The Company has also
reduced working capital requirements since the Company will not be required to purchase and hold inventory for
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that segment of the business relationship. The agreement expired on January 31, 2003 but has been extended
through February 28, 2003. The Company expects to extend the current agreement, with certain modifications,
until March 31, 2003. During this extension, the Company intends to negotiate a new agreement with this
customer. There can be no assurance the agreement will be renewed or that-the customer will maintain similar
volumes of business in the future. The Company expects a decline in volume for fiscal 2003 which could have a
material adverse impact on the Company’s financial results.

The Company continues to develop and enhance the functionality of its OrderStar® and netXtreme(SM)
programs. These programs are proprietary, Internet-based order entry and supply-chain services software and
systems designed to assist customers in the submission and tracking of orders and to allow customers to analyze
their business activities with CellStar through the creation of customized reports. The OrderStar® system was
officially launched in March of 2002 and replaced the existing AOS On-Line system. New and existing
customers began migrating to the OrderStar® system thereafter, and the migration was completed in the fourth
quarter of 2002. The OrderStar® system enhances the CellStar customer experience by offering faster product
navigation and streamlined checkout procedures, private labeling capabilities, and marketing and advertising
opportunities. Together, the OrderStar® and netXtreme systems greatly enhance a customer’s ability to. actively
manage inventories and reduce supply-chain delays while reducing the cost to CellStar of fulfilling their orders.
Today, nearly 80% of all orders CeliStar receives in the U.S. are in electronic form via the OrderStar® or
netXtreme systems or electronic data interchange (EDI). In addition; the Company -assists customers in
developing e-commerce platforms and solutions designed to enhance sales and reduce product delivery and
activation delays.

Although the Company’s business in the North American Region is primarily generated from wholesale
revenues, as of November 30, 2002, the -Company operated two retail locations in the United States—one in
Austin, Texas, and one in Houston, Texas. The Company’s activation agreements with wireless carriers for these
locations expire in the third quarter of 2003. There can be no assurance that these agreements will be renewed.
The Company .uses several marketing strategies throughout the North American Region, including trade shows,
trade magazine advertising, direct ma11 ¢-marketing, and distributing product catalogs and service and program
brochures. :

Latin American Region

As in the Asia-Pacific Region, the Company believes that demand for wireless communications services in
the Latin American Region has been and should continue to be driven by an unsatisfied demand for basic phone
service due to the lack of adequate landline service and limited wireless penetration. The Company believes that
wireless systems in this region offer a more attractive alternative to landline systems because wireless systems do
not require the substantial amount of time and investment in infrastructure (in the form of buried or overhead
cables) associated with landline systems. However, political and economic instability in the region in recent
years in certain of the countries in which the Company operates has caused the Company to formulate a strategy
to reposition its operations in those areas.

In the second quarter of 2002, as a result of economic instability and continued economic decline, the
Company decided as part of its plan to reposition its operations that it would exit Peru and Argentina as soon as
practicable. The economic climate in. Peru and Argentina, coupled with the small scale of the Company’s
operations in those countries, provided little upside and significant risk. During the third quarter of 2002, the
Company completed its divestitures of its Peru and Argentina operations to local management. In addition, the
Company has completed the evaluation of the balance of its Latin American markets, excluding Mexico and
Miami. The Company has decided to continue its operation in Chile as this operation is expected to continue to
be profitable and to generate cash. To reduce its in-country exposure in Colombia, the Company is negotiating
with its major carrier customer in Colombia to shift the carrier customer’s busmess to the Company s Miami
export operations. ‘




In the Latin American Region, CellStar offers wireless communications handsets, related accessories and
other wireless products manufactured by OEMs, such as Motorola, Samsung, Kyocera, Nokia and Sony Ericsson,
and aftermarket accessories manufactured by a variety of suppliers to carriers, mass merchandisers and other
retailers. The Company, through its Miami, Florida operations, acts as a wholesale distributor of wireless
communications products in the Latin American Region to large volume purchasers such as wireless carriers, as
well as to smaller volume purchasers. As a result, the Company’s Miami operations are included in the Latm
Amencan Reglon '

Consistent with the change in historical accounting treatment for undistributed earnings in the Asia-Pacific
Region, the Company recorded U.S. Federal income taxes of approximately $2.0 million in the fourth quarter of
2002 for prev1ous1y undistributed earnings from Sweden, The Netherlands and Colombia. These previously
undistributed earnings are no longer considered permanently reinvested following. the completion of the
Company s evaluatlons of these markets.

Although the Company’s business in the Latin American Region is predominantly wholesale and value-
added fulfillment services, the Company conducts retail operations in all countries in which it operates in. this
region, with the exception of the Miami operations. At November 30, 2002, CellStar operated 94 retail locations
(including kiosks) in the Latin American Region, 36 of which are located in Chile, 36 of which are located in
Colombia, and 22 of which are located in Mexico. Historically, the Company has acted primarily through
wholly-owned subsidiaries in each of the countries in this region.

.The followmg table outhnes CellStar’s entry into the Latin American Region for countnes in which
operations were conducted in fiscal 2002:

Type of Operation
Country : . Year Entered - (as of November 30, 2002)-

" Mexico . ...... U L 1991 Wholesale and Retail |
Chile ....0....oovviiiiniiil] .. 1993 Wholesale and Retail
Colombia ......... T 1994 ' Wholesale and Retail
Argenting . ...........oiiiiii .. 1995 Wholesale and Retail

_ (Divested in third quarter of 2002)

Pert ... e, 1998 - Wholesale and Retail
o ' : ‘ : (Divested in third quarter of 2002)

The Company’s Mexico operations derive their revenues primarily from wholesale purchasers and
activation of handsets. The Company’s operations in Mexico account for approximately 60%, 61%, and 54% of
the Latin America Region’s revenues in 2000, 2001, and 2002, respectively. Over the last three years, the
operations in Mexico have recognized operating gains (losses) of $15.4 million, ($9.8) million, and ($11.5)
million in 2000, 2001, and 2002, respectively. The Company believes growth and profit potential exist in the
Mexico market due to the size of this market as well as the relationships being built between the carriers and the
Company.

As of November 30, 2002, the Company sold its products to over 700 wholesale customers, including
subagents, in the Latin American Region, excluding Argentina and Peru. The ten largest customers accounted for
approximately 9.3% of the Company’s consolidated revenues in fiscal 2002. The Company offers a broad
product mix in the Latin American Region, including products that are compatible with both digital and analog
systems, and anticipates that its product offerings will continue to expand in the countries in which the Company
continues to operate with the evolution of new technologies as such products become commercially viable.

The Company markets its products through trade shows, trade magazines, direct sales and advertising. The
Company uses direct mailings and newspapers to promote its retail operations. To penetrate local markets, the
Company has made use of subagent relationships in certain countries.
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European Region .

- The Company acts as a wholesale distributor of wireless communications products in the European Region
to large volume purchasers, such as wireless carriers and retailers, as well as to smaller volume purchasers. The
Company uses, distribution facilities in Stockholm, Sweden and s’Hertogenbosch The Netherlands, to serve
customers in the European Region. In the European Regron the Company offers wireless communications
handsets, related accessories and other wireless products manufactured by its primary suppliers, Nokia and Sony
Ericsson, and aftermarket accessories manufactured by a variety of suppliers to carriers, mass merchandisers and
other retailers.

‘In April 2000, the Company curtailed a significant portion of its' U.K. international trading operations
following third’ party theft and fraud losses. Trading in wireless handsets mvolves the purchase of wireless
handsets from sources other than the manufacturers or network operators (i.e., trading companies) and the sale of
those handsets to other trading companies. The curtailment in the Company’s trading activities had a significant
impact on revenues and profit for its U.K. operations and on the European Region as a whole for fiscal 2001. The
Company " decided, in the second quarter of 2002, to’ exit the UK. as soon as practicable. The Company
determined that improving its position in the U.K. would require substantial investment in that market, which the
Comparny was not willing to make. As of August 31, 2002, the Company’s operations in the U.K. were closed
except for certain admmrstratlve matters,

In January 2003, the Company signed a letter of intent with local management for the sale of its Netherlands
operations. There can be no assurance that the sale will be completed due to a number of contingencies contained
in the letter of intent. In addition, as part of the Company’s overall plan to reposition its operations, the Company
has completed the evaluation of its operations in Sweden and will explore opportunities to sell these operations. -

Consistent with the change in historical accounting treatment for undistributed earnings in the Asia-Pacific
Region, the Company recorded U.S. Federal income taxes of approximately $2.0 million in the fourth quarter of
2002 for prev10uslv undistributed earnings from Sweden, The Netherlands and Colombia. These previously
undistributed earnings are no longer considered permanently reinvested following the completion of the
Company’s evaluations of these markets.

Although the Company’s business in the European Region is predominantly wholesale, the Company has
one retail location in The Netherlands, The Company has historically acted through wholly-owned subsidiaries in
each of the countries in this region. The following table outlines the Company’s entry into the European Region
for countries in which operations were conducted in fiscal 2002:

) : ' : Type of Opération
Country . S . . " Year Entered (as of November 30, 2002) -
United Kingdom .. ....... P : 1996 Wholesale

‘ ' C . (Closed as of August 31, 2002)
Sweden .............. S © 1998 Wholesale
The Netherlands ...................... 1999 Wholesale and Retail

As of November 30, 2002, the Company sold its products to over 1,700 wholesale customers in the
European Region, excluding the U.K., the ten largest of which accounted for approximately 2.5% of consolidated
revenues. The Company offers a broad product mix compatible with digital systems in the European Region. The
Company markets its products through direct sales, trade shows, custom catalogues and advertising.




Executive Officers of the Registrant :

. The followmg table sets forth certain mformanon concemmg the executive. ofﬁcers of the Company as of
November 30, 2002:

Terry S.Parker ....... ... ... ... ... 57 Chief Executive Officer
© AS.Homg ....... U R R S 45 Chairman, Chief Executive Officer and
S e e ‘ - General Manager of CellStar (Asia)
) Ce _ e Corporation Limited .. :
 Robert A. Kalser e i +... 49 Senior Vice President, Chief Financial Officer
co , ' .+ - and Treasurer
Lawrence King ..................... I 37 President and Chief Operating Officer of the
Asia-Pacific Region
" “Elaine Flud Rodriguez . . ... e .. 46 Senior Vice President, General Counsel and
, : : ’ " Secretary -
Raymond L. Dutham . . AP T.l.......... 40" Vice President and Corporate Controllet

Terry S. Parker has served as Chief Executive Officer of the Company, since July 2001, as a director of the
Company since March 1995 and as President and Chief Operating Officer of the Company from March 1995
through July 1996. Mr. Parker served as Senior Vice President of GTE Corporation and President of GTE’s
Personal Communications Services, GTE’s wireless division, from October 1993 until he joined the Company.
From 1991 to 1993, Mr, Parker served as President of GTE Telecommunications Products and Services. Before
1991, Mr. Parker served as Pres1dent of GTE Mobile Communications. Mr. Parker serves as an officer of the
Company pursuant to his employment agreement

A.S. Horng has served as Chairman of CellStar Asia since January 1998 and has also served as Chief
Executive Officer of CellStar Asia since April 1997-and General Manager since 1993. From April 1997 until
January 1998, Mr. Horng served as Vice Chairman of CellStar Asia, and from April 1997 until October 1997,
Mr. Horng 'served as President of CellStar Asia. From 1991 to 1993, Mr. Horng was President of C-Mart USA
Corpdration, a-distributor and manufacturer of aftermarket wireless phone accessory products. Mr. Horng serves
the Company pursuant to his employment agréément. - - v

Robert A. Kaiser has served as Senior Vice President, Chief Financial Officer and Treasurer since
December 2001. Prior to joining CellStar, Mr. Kaiser served as President and Chief Executive Officer of
MobileStar Network Corporation, a provider of broadband wireless Internet access, from May 2001 to December
2001. Prior to joining MobileStar, Mr. Kaiser served as Chief Executive Officer of WorldCom Broadband
Solutions Group from August 2000 to May 2001. Mr. Kaiser served as Chief Executive Officer and Chief
Financial Officer of SkyTel from January 2000 to August 2000 and as Chief Financial Officer from August 1996
to December 1999. Mr. Kaiser served as Chief Financial Officer of Southwestern Bell’s Mobile Systems from
March 1987 to August 1996. Mr. Kaiser serves as an officer of the Company pursuant to his employment
agreement.

Lawrence King has served as President and Chief Operating Officer of the Asia-Pacific Region since April
2000. Previously, Mr. King served as Vice President of Operations for CellStar Asia, since February 1998.
Mr. King joined the Company in 1994. Prior to joining the Company, Mr. King was the General Manager and co-
founder of GloMax Inc.

Elaine Flud Rodriguez has been Senior Vice President, General Counsel and Secretary since January 2000.
Previously, Ms. Rodriguez served as Vice President, General Counsel and Secretary since joining the Company
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in October 1993. From October 1991 to August 1993, she was General: Counsel and Secretary of Zoecon
Corporation, a pesticide manufacturer and distributor owned by Sandoz Ltd. Prior thereto, she was engaged in the
private practice of law with Atlas & Hall and Akin, Gump, Strauss, Hauer & Feld. Ms. Rodriguez is licensed to
practice law in the states of Texas and Louisiana. Ms. Rodriguez serves as an officer of the Company pursuant to
her employment agreement.

Raymond L. Durham has served as Vice President and Corporate Controller since February 2001, Corporate
Controller from November 1999 until January 2001, and acting Corporate Controller from July 1999 until
November 1999. From March 1997 until July 1999, Mr. Durham served as Director of Audit Services for the
Company. Prior to joining the Company, he was with KPMG LLP, an international independent accounting firm,
from 1986 until 1997 where he held several positions including Audit Senior Manager from 1990 until 1997.
Mr. Durham is a certified public accountant.

The Company’s success is dependent on the efforts of its executive officers and key employees including
Terry S. Parker, Chief Executive Officer, and A.S. Horng, the Chairman, Chief Executive Officer and General
Manager of CellStar Asia. The Asia-Pacific Region was responsible for approximately 51% of the Company’s
revenues for fiscal 2002. If Mr. Horng were to depart as Chief Executive Officer of CellStar Asia, the Company’s
operations in the Asia-Pacific Region could be materially adversely affected. Although the Company has entered
into employment agreements with these officers and several other officers’ and key employees, there can be no
assurance that the Company will be able to retam their services.

The Company does not mamtam key man insurance on the life of any officér of the Company. The loss or
1nterrupt10n of the continued fuli-time service of the Company’s executive officers and key employees could
have a material adverse impact on the Company’s’ businéss. To support its continued growth, the Company must
effectively recruit, develop and retain additional qualified management. The inability of the Company to attract
and retain such necessary personnel could also have a material adverse effect on the Company.

Market for the Company s Common Equlty and Related Stockholder Matters

The. Company s common stock is quoted on the Nasdaq National Market (“Nasdaq ’) under the symbol
“CLST.” The following table sets forth, on a per share basis for the periods indicated, the high and low closing
sale prices for the common stock as reported by Nasdaq (adjusted. for the effect of the one-for-five reverse stock
split effective on February 22, 2002).

High  Low
Fiscal Year ended November 30, 2002 "
Quarte1 Ended: L — , )
. February 28,2002 ............ i e $ 4.80 3.00
May 31,2002 ... e e 490 3.23
August31,2002 . ... J 422 3.05
. November 30,2002 ............ e 480 2.62
Fiscal Year ended November 30, 2001 ‘ ' ‘ '
Quarter Ended:
February 28,2001 ................... R $10.63 5.63
May 31,2001 . ..... e ST, ieea.i. 1060 4.69
- August 31,2001 ... oo e . 1290 6.50
November 30,2001 ......... PR 6.65 3.80

As of February 20, 2003, there were 148 stockholders of record, although the Company believes that the
number of beneficial owners is 51gn1ﬁcant1y greater because a large number of shares are held of record by
CEDE & Co. : S ‘
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The Company has never declared or paid cash dividends on its common stock. The Company: currently
intends to retain all earnings to finance its business and does not anticipate paying cash dividends on the common
stock in the foreseeable future. Any future determination as to thé paymént of cash dividends will depend on a
number of factors, including future earnings, capital requirements, the financial condition and prospects of the
Company and any restrictions under the Company’s credit agreements existing from time to time, as well as
other factors the Board of Directors may deem relevant. The Company’s current revolving credit facility and
12% senior subordinated notes restrict the payment of dividends by the Company to its stockholders. There can
be no assurance that the Company will pay any dividends in the future.
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Selécted Consolidated Financial Data

The financial data presented below, as of and for each of the years in the five-year period ended
November 30, 2002, were derived froin the Company’s'audite_d financial statements. The selected consolidated
financial data should be read in conjunction with “ Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” and the Company’s consolidated financial statements and notes thereto,
included elsewhere herein. ' o ‘

Year Ended November 30, .
2002(3)(9) 2001(4)(9)  2000(5)9)  1999(6)(7) 1998(8)
(In thousands, except per share data and operating data)

Statements of Operations Data:

Revenues ...........coviiieinnennennaenn. $2,196,614 2,433,803 2,475,682 2,333,805 1,995,850
Costofsales .........covvviiininnenneen.. 2,065,806 2,297,977 2,364,197 2,140,375 1,823,075
Gross profit ...t e 130,808 135,826 111,485 193,430 172,775
Operating expenses: '
Selling, general and administrative expenses . ... 112,652 113,785 169,232 111,613 116,747
Impairment of assets ....................... 3,655 — 12,339 5,480 —
Severance and exit charges .................. 2,566 — — — -—
Lawsuit settlement .. ....................... — — — — 7,577
Separation agreement . . ........ ... ... .. — 5,680 — — —
Restructuring charge (credit) ................. — 750 (157) 3,639 —
Operating income (loss): 11,935 15,611 (69,929) 72,698 48,451
Other income (expense):
Interest €XPense . ... ......vnveeuneunnnn.n, (7,564) (15,383) (19,113) (19,027) (14,446)
Equity in income (loss) of affiliated companies,

11 SO — (858) (1,805) 31,933 (28,448)
Gainonsaleofassets ....................... — 933 6,200 8,774 —
Impairment of investment ................... - (125) (2,215) — — —
Other,net ..ot 1,947 5,288 932 (1,876) 1,389

Total other income (expense) ............ (5,742)  (12,235) (13,786) 19,804 (41,505)
Income (loss) before income taxes and extraordinary
AN (I0SS) . v oo e 6,193 3,376 (83,715) 92,502 6,946
Provision (benefit) for income taxes ............... 47,131 2,200 (20,756) 23,415 (7,418)
Income (loss) before extraordinary gain (loss) ....... (40,938) 1,176 (62,959) 69,087 14,364
Extraordinary gain (loss) on early extinguishment of
debt,netoftax .......... ... i, 11,014 (626) —_ — —
Netincome (1088) .. ....oiien i $ (29,924) 550 (62,959) 69,087 14,364
Net income (loss) per share:
Basic:
Income (loss) before extraordinary gain (loss) ... $ (3.34) 0.10 (5.24) 5.78 1.22
Extraordinary gain (loss) on early extinguishment

ofdebt,netoftax ........................ 0.90 (0.05) — — —
Netincome (10SS) .. ..., $ (2.44) 0.05 (5.24) 5.78 1.22
Diluted:

Income (loss) before extraordinary gain (loss) ... §$ (3.34 0.10 (5.24) 5.61 1.18
Extraordinary gain (loss) on early extinguishment
ofdebt,netoftax ........................ 0.90 (0.05) —_ — —
Netincome (I0S8) .. .....ooviirnennnnnn.. $ (2.44) 0.05 (5.24) 5.61 1.18
Weighted average number of shares:(1)(2)
Basic ......... .. .. 12,268 12,028 12,026 11,952 11,773
Diluted ....... ... i 12,268 12,029 12,026 13,118 12,131
Operating Data:
International revenues, including export sales, as
apercentageofrevenue ................... 74.6% 76.2 79.8 83.8 76.3
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At November 30, .
2002 - 2001 2000 1999 1998

o (In thousands)
Balance Sheet Data: ' - -

Working capital ...... T P e $141,854 116,892 264,380 332,841 259,923
Total assets .. ...............cu.... O 515,591 646,070 858,824 706,438 775,525
Notes payable and current portion of long-term’ A ‘

debt ... 53,347 202,644 127,128 50,609 85,023
Long-term debt, less current portion ............ . 12,374 . — 150,000 150,000 150,000
Stockholders’ equity . .. ........%e.rinine. ... . 194331 184210 185,583 250,524 177,791

ey

@

Common stock amounts have been retroactively adjusted to give effect to the one-for-five reverse stock split
effective February 22, 2002, and a two-for-one stock split, which was made in the form of a stock dividend
distributed on June 23, 1998.

On February 20, 2002, the Company issued, in an exchange offer, $39.1 million in 5% senior subordinated
convertible notes which were converted into 7.8 million shares of common stock as of November 30, 2002

.' (see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—Liquidity

3)

and Capital Resources”).

In the second quarter of 2002 the Company decided, as part of its plan to reposition its operations, to exit the
U.K., Peru, and Argentina markets as soon as practicable. The Company recorded a net charge for the year

ended November 30,.2002 of $6.7 million related to this decision. See “Management’s Discussion and

)

. Analysis of Financial Condition and Results of Operations—International Operations—Repositioning of

Operations.”

On July 6, 2001 the Company announced that Alan H. Goldfield had retired effective immediately from the
position of Chairman and' Chief Executive Officer and recorded an expense of $5.7 million related to the
separation agreement. See “Management’s Discussion and Analysis of Financial Condition and Results of

.. Operations—Fiscal 2002 Compared to Fiscal 2001—Separation Agreement.”

6)

“For the year ended November 30, 2000, the Company recorded a $12.3 million charge' for impairment of

assets primarily related to its operations in Venezuela and Peru. See “Management’s Discussion and

. ‘Analysis of Financial Condition and Results of Operatlons—Flscal 2001 Compared to Fiscal 2000—

©)

Impairment of Assets.”

In the fourth quarter of 1999, based on the market conditions in Poland, the Company decided to sell its
operations in Poland. The sale was completed in 2000 resulting in a gain of $0.2 million. The Company

o recorded an impairment charge of $5.5 million, including a $4.5. million writedown of goodwill to reduce

N

the carrying value of the assets of the operations in Poland to their estimated fair value. Revenues for the
operations in Poland were $2.2 milhon $7.4 million and $9.9 million for the years ended November 30,

2000, 1999, and 1998, respectively.

As part of the Company’s strategy to streamline its ofganizational structure, beginning in the second quarter
of 1999 the Company reorganized and consolidated the management of the Company’s Latin American and

‘North American Regions and centralized the management in the Company’s Asia-Pacific Region. As a
~result, the consolidated statement of operations for the year ended November 30, 1999, includes a charge of

$3.6 million related to the reorganization. .Of the total costs, $0.8 million consisted of non-cash outlays and
the remaining $2.8 million consisted of cash outlays, which were paid in full by November 30, 2000. The
components of the restructuring charge were as follows (in thousands):

Employee terminationcosts .................... e $2,373
Write-down of assets ............... i 760
Other . .... e P 506

$3,639
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(8) During the period from May 14, 1996 through July 22, 1996, four separate purported class action lawsuits

®

--were filed in the United States District Court, Northern District of Texas, Dallas Division, against the

Company, certain of the Company’s current and former officers, directors and employees. The four lawsuits

were consolidated, and the State of Wisconsin Investment Board was appointed lead plaintiff .in the

consolidated action. On November 19, 1998, the Company entered into a Stipulation of Settlement that
resolved all claims pending in the suit. The settlement was approved by the Court on January 25, 1999, and

all remaining claims were dismissed.

Effective December 1, 2002, the Company adopted Financial Accountlng Standards .Board Statement
No. 142, “Goodwill and Other Intangible Assets.” Pursuant to the provisions of Statement No. 142, the

Company stopped amortizing goodwill as of December 1, 2002.

The foliowing fable shows the Company’s 2002, 2001, and 2000 results adjusted to exclude amortization

expense related to goodwill (in thousands, except per share data):

Year Ended November 30,
‘ . ) 2002 - 2001 2000
Income (loss) before extraordinary gain (loss)—as reported ............. $(40,938) 1,176 (62,959)
Goodwill amortization ............... T e 1,513 1,455 1,773
Income (loss) before before extraordinary gain (loss)—as adjusted . ....... $(39,425) 2,631 (61,186)
~ Net income (loss)—;as reported .. ... R $(29,924) 550 (62,959)
Goodwill amOrtiZation . . ... ...ttt P 1,513 1455 1,773
 Net income. (loss)—as adjusted ... SRR e $(28,411) 2,005 (61,186)
Basic per share: : ‘
Income (loss) before before extraordinary gain (loss)—as reported .... $ (334) 0.10 (5.24)
Goodwill amortization ......... e e P 0.13 012 0.15
Income (loss) before before ex_trabr'dinary gain (ldss)—as adjusted .... $ (321) 022  (5.09
Net income (loss)—asreported ... .........ccooiiiiniiiinenn... $ (244) 0.05 (5.24)
. Goodwiil amortization . ........... ..., P 012 0.12 0.15
Net income (loss)—as adjusted .. .............. JERR $ (232) 017 (509
Dlluted per share: ) _ -
Income 1loss) before before extraordmary gain (loss)—as reported .... $ (3.34) 0.10 (5.24)
Goodwill amortization ............. B PR 0.13 0.12 0.15
Incomé (loss) before before extraordin;ary gam (loss)—as adjusted .... $  (3.21) - 022  (5.09)
Net income (loss)—as reported.. .. ........ T P $ 244) . 005 .(5.24)
Goodwill amMOTrtization ... v vt ot e - 012 0.12 0.15
Net income (loss)—as adjusted. ... ... ... .......... e $ (232) 017  (5.09)
Weighted average common shares outstanchng : e : -
Basic...... R e e 12,268 12,028 12,026
Diluted ....ooiire e 12,268 12,029 12,026




Management’s Discussion and Analysxs of Financial Condition and Results of Operations
Overvxew o '

. CellStar-is a leadmg global pr0v1der of distribution and Value added logistics services to the w1reless
commumcatlons industry, with ‘operations in the Asia-Pacific, North America, Latin America, and European
Regions. The Company facilitates the effective and -efficient distribution of handsets, related accessories- and
other wireless products from leading manufacturers to network operators, agents, resellers, dealers and retailers.
The Company also provides activation services in some of its markets that generate new subscribers for wireless
carriers. The Company’s revenues have decreased from $2,433.8 million in 2001 to $2,196.6 million-in 2002.
The decrease in revenues is primarily due to several factors: a)-a decrease in the Company’s Hong Kong
operations of $134.0 million primarily due to an increase.in the availability in China of in-country manufactured
products causing sales to the Company’s Hong Kong based customers to decrease, b) a decrease in revenues of
$49.9 million from decreased sales to the Company’s largest carrier customer in the Company’s Mexico
operations, and c) a decrease of $77.0 million from operations which the Company has divested or closed. The
Company experienced an improvenient in gross profit to 5.9% of revenues in 2002 from 5.6% of revenues in
2001, primarily as a result of additional incentives received from manufacturers in 2002 and' changes in the
Company’s geographic mix of revenues. Selling, general and administrative expenses were $112.7 million in
2002 compared to $113.8 million in 2001. Interest expense decreased to $7.6 million in 2002 from $15.4 million
iri 2001 primarily as a result of the completion of the Comipany’s exchange offer ori February 20, 2002. The
Company bad tax expense of $47.1 million in 2002 compared to $2.2 million in 2001. The increase in tax
expense is primarily a result of'the Company providing for taxes of $42.2 million on the undistributed earnings in
the ‘Asia-Pacific Region which were previously considered to be permanently reinvested. The Company had a
loss before extraordinary items of $40.9 million, or $3.34 per diluted share, in 2002 cbmpared to income of
$1.2 million, or $0.10 per diluted share in 2001.

Asia-Pacifi ¢

The Company believes that the intrinsic value of its Asia-Pacific Region is not currently reflected in the
market price of the Company’s common stock. As a result, the Company engaged UBS Warburg to assist it in
evaluating transactions that could result in recognizing the value that it believes is locked up in the Asia-Pacific
Region. Those evaluations have focused on a number of possible transactions including a possible initial public
offering of all or a portion of the Asia-Pacific Region operations, a sale to outside investors or a management
buyout. Based on these evaluations, the Company. has decided to pursue an initial public offering of its Greater
China Operations on an exchange in Asia. Although the Company intends to pursue the transaction that it
believes will be most favorable to the Company, there are a number of steps to be completed before there is such
a transactlon Accordmgly, there can be no assurance of the timing of the transactmn or that any transactlon will
occur.

. Asaresult of such evaluation process, however, the Company is now required by GAAP to effect a change
in its historical accounting treatment for the undistributed earnmgs of its Asia-Pacific Region subsidiaries. Prior
to the fourth quarter of 2002, the Company did not accrue for U.S. Federal income taxes or tax benefits on the
undistributed earnings and/or losses of its international subsidiaries because earnings have been reinvested and,
in the opinion of management would continue to be reinvested indefinitely. (See Note (7) .of the Notes to
Consolidated Financial Statements for CellStar Corporation contained-in the Form 10-K for fiscal year ended
November 30, 2001, filed with the Securities and Exchange Commission on February 28, 2002.) Accordingly,
there was no liability recorded for such potential U.S. Federal income taxes. As a result of the progress in the
fourth quarter of 2002 in evaluating the strategic options with regard to its Asia-Pacific Region, it was
determined that the Company is now required by GAAP to account for the earnings in its Asia-Pacific Region as
not being permanently reinvested since the Company has manifested its intent to pursue possible transactions
designed to allow the Company to withdraw and return to the U.S. some or all of the value of those operations.
Accordingly, in the quarter ended November 30, 2002, the Company was required to accrue U.S.-Federal income
taxes on the undistributed earnings of the Asia-Pacific Region of approximately $42.2 million.
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No U.S. Federal income taxes on the undistributed earnings will be payable until such earnings are actually
remitted back to the U.S. in the form of dividends or, in the case of a completed transaction such as those
discussed above, sale proceeds. As of November 30, 2002, the Company has net operating loss carryforwards in
the U.S. of approximately $70.4 million, a significant portion of which the Company believes it will be able to
utilize to offset the taxes payable in the event that a transaction is completed. The Company therefore does not
expect that the impact of the payment of any taxes associated with any such transaction will significantly impact
the cash position of the Company .at the time of such payment.. Furthermore, the Company will have cash
proceeds from any such transaction to fund the actual payment of such taxes. As a result of the accrual in the
quarter ended November 30, 2002, of U.S. Federal income taxes on the undistributed earnings-of the Asia-Pacific
Region, the Company will not recognize tax expense in future periods for financial statement purposes on any
such future transaction up to the amount of the tax recognized on the undistributed earnings. :

Reposmomng of Operations ' '

In the second quarter of 2002, the Company decided.as part of its plan to reposmon 1ts operatlons that it
would exit the U.K., Peru and Argentina as soon as, practicable, as well as-address the balance of its European
and Latin American markets, excluding Mexico and Miami. As a result of the decision to exit the U.K., Peru and
Argentina, the Company recorded a net charge of $10.0 million for the three months ended May 31, .2002.
During the third quarter of 2002, the Company completed its divestitures of its Peru and Argentina operations to
local management at approx1mately book value and closed the U.K. operations, except for certain administrative
matters. In the third and fourth quarters of 2002, the Company reversed $3.3 million of the allowances related to
the exit charge for the U.K. operations. The following table. summarizes the income-statement classiﬁ,c,at,ion‘ of
the charge (in thousands):

‘Three months
ended Reversal of

May 31,2002 allowances Net charge
Costof Sales .. .o ot e $ 2,256 (1,131 1,125
Selling, general and administrative ............... - 1,691 (588) 1,103
Impairment of assets ... . P SR e 3,655 — = 3,655
Severance and exit charges .. ... B R R 2,566 . . . — . 2,566
Total charge .............. e et 10,168 (1,719) ¢ 8,449
,Tax benefit ......... S B (184) (1,541) (1,725) .

Netcharge ..............coovivi i it 0 89,984 .(3,260) 6,724 .

InJ anuary 2003, the Company 51gned a letter of intent with local management for the sale of its Netherlands
operations. There can be no assurance that the sale will be completed due to a number of contingencies contained
in the letter of intent. In addition, the Company has completed the evaluations of the balance of its Latin
American markets, excluding Mexico and Miami, as well as its Sweden operations. The Company has decided to
keep its operatlons in Chile, to negotiate w1th its major carrier customer in Colombia to shift its business from
CellStar’s operatlon in Colombla to Mlann and to explore sale opportunmes for its operatrons 1n Sweden.

* Consistent with the change in historical accounting treatment for-undistributed earnings-discussed above, the
Company recorded U.S. Federal income taxes of approximately $2.0 million in the fourth quarter of 2002 for
previously undistributed earnings from Sweden, The Netherlands and Colombia, These previously undistributed
earnings are no longer considered permanently relnvested followmg the completlon of the ‘Company’s
evaluations of these markets, :

S ubordmated Notes

On ‘February 20, 2002 the Company completed ‘its exchange offer for its $150 million' 5% convertible
subordinated notes due October 2002. Holders owning $128.6 million of existing convertible subordinated notes
exchanged them for $47.2 million in cash, $12.4 million of new 12% senior subordinated notes due January
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2007, and $39.1 million of new 5% senior subordinated convertible notes due November 2002. The Company
recognized an extraordinary gain of $11.0 million after-tax in 2002 as a result of the exchange. Between

" February 20, 2002 and July 29, 2002, the Company purchased for a combination of cash and its common stock,

$4.5 million of its 5% convertible subordinated notes. The Company retired the remaining $16.9' million of
5% convertible subordinated notes not tendered in the exchange at maturity. As of November 30, 2002, the

$39.1 million of senior subordinated convertible notes have been converted into 7.8 million shares of common

stock. '

Other

The Company derives substantrally all revenues from net product sales, which includes sales of handsets
and other wireless commumcatrons products The Company also derives revenues from value-added services,
including activations, residual income, and prepaid wireless services. Value- added service revenues include
fulfillment service fees, handhng fees and assembly revenues. Activation income includes commissions paid by a
wireless carrier to the Company when a customer initially subscribes for the carrier’s wireless service through the
Company Residual income includes payments received from carriers based on the wrreless handset usage by a
customer activatéd by the Company.

Special Cautionary Notice Regarding Forward-Looking Statements

. Certain of the. .matters discussed under the captions “Business,” “Properties,” “Legal Proceedings,”

“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and elsewhere in
this report may constitute “forward-looking” statements for purposes'of the Securities Act of 1933, as amended,
and the Exchange Act and, as such, may involve known and unknown risks, uncertainties and other factors that
may cause the actual results, performance or achievements of the Company to be materially different from future
results, performance or achievements expressed or implied by such forward-looking statements. When used in
this report, the words “anticipates,” “estimates,” “believes, continues, expects,” “intends,” “may,” “might,”
' “could,” “should,”.and similar expressions are intended to be among the statements that identify forward -looking '
statements. Statements of various factors that could cause the actual results, performance or achievements of the
Company to differ materially from the-Company’s expectations (“Cautionary Statements”), are disclosed in this
report, including, without limitation, those statements made-in conjunction with.the forward-looking statements
included under the captions identified above and otherwise herein. All forward-looking statements attributable to
the Company are. expressly quahﬁed in therr entirety by the Cautionary Statements.

2 6 i LLINTS 3% 66 LERNY)
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Results of Operations

The following table sets forth certain consolidated statements of operatlons data for the Company expressed
asa percentage of revenues for the past three ﬁscal years:
2002 , 2001 2000

REVENUES . o o o oo i N 100.0% 100.0 100.0

CoSt 0f SAlES .. it e e 94.1 944 955
Gross PrOfit . ..\ttt e 5.9 5.6 45
Selling, general and administrative eXpenses . ... .....ouvurvenieeneirieneenenn. 5.1 4.7 6.8
Impairment of @SSeLs . . .. ..ottt e 0.2 — 0.5
Severance and exitcharges ............... .. ... ... I I 0.1 —_ —
Separation agreement ................... e e e — 03 —
Restructuring charge (credity .......... e AU PR S — — —
Operating income (loss) .. ....... P DU e 0.5 0.6 (2.8)
Other income (expense): . ' ‘ ‘
Interest expense . . . . ... R 04) (06) (0.8
Equity in loss of affiliated companies .......... ... ... ... .. oo i — — 0.1)
Gainonsale of aSSetS . ... ...ttt e — — 0.3
Impairment of investment . .......... [ T SN — ©on —
Other,net .............. S S e e S 0.1 02 —
. Total other InCOME (BXPENSE) . .. it vv it eiunnnr et iaeennnn. . (0.3) 0.5 (0.6)
- Income (loss) before income taxes and extraordinary gam (loss) .......... 02 .01 3.4
Provision (benefit) for income taxes ......... S 2.1 0.1 0.9
Income (loss) before extraordinary gain (loss) ....... e 19 - 2.5)
Extraordinary gain (loss) on early extinguishment of debt, netof tax ........ PR 0.5 — —
Net income (10SS) . ................ e EEER U . (4% — (25)

‘The amount of revenues and the approximate percentages of revenues attributable to the Company’s
operations by region for the past three fiscal years are shown below: -

2002 2001 2000

(in thousands, except percentages)
Asia-PacificRegion........................ $1,115499  50.8% 1,213,454 499 1,024,762 414
North American Region .................... 558,173 254 578,612 2377 499,171 20.2
Latin AmericaRegion ...................... 341,632 156 411,079 169 636,354 257
EuropeanRegion .......................... 181,310 82 230,658 95 315395 127
Total ... ... . . . $2,196,614 100.0% 2,433,803 100.0 2,475,682 100.0

Revenues from the Company’s Miami operations have been classified as Latin American Region revenues
as these revenues are primarily exports to Latin American countries, either by the Company or by exporter
customers.

Fiscal 2002 Compared to Fiscal 2001

Revenues. The Company’s revenues decreased $237.2 million from $2,433.8 million to $2,196.6 million.
The Company sold 13.5 million handsets in the fiscal year ended November 30, 2002 compared to 13.7 million
in 2001. The average selling price of handsets in 2002 was $148 compared to $160 in 2001.

Revenues in the Asia-Pacific Region decreased $98.0 million, or 8.1%, from $1,213.5 million to
$1,115.5 million. The Company’s operations in the PRC provided $882.0 million in revenues, an increase of
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$5.3 million, or 0.6%, from $876.7 million. In the first two quarters of 2002, growth in the PRC was driven by
increased market penetration. Revenues for the Company’s PRC operations for the first six months of 2002 were
$531.9 million compared to $435.3 million in the first six months of 2001. In the second half of 2002, the
Company’s PRC operations saw a decline in revenues from $441.4 million in 2001 to $350.1 million in 2002
primarily due to increased market competition from local manufacturers and the increased demand for low-end
handsets. - The Company’s revenues in the PRC have historically been from the sale of handsets supplied by
Nokia and Motorola. o .

In the second half of 2002, Nokia and Motorola lost market:share to the local Chinese manufacturers as the
local manufacturers had more low priced- handsets. Local Chinese. manufacturers now have an estimated
30 percent market-share. The Company’s revenues in future periods will be significantly impacted by its ability
to-obtain low priced handsets from ‘its*current suppliers: or from new suppliers. Historically, carriers in China
have not subsidized the sale of handsets in connection with activations as is frequently done in the U.S. market:
‘As the Chinese market shifts'toward less expensive handsets, the Company’s-sales of higher-end handsets have
been negatively impacted. The' Company does not currently have supply agreements with manufacturers of low-
end handsets, however, ‘the ‘Company is working to increase its product -offerings to include such low-end
handsets. There can be no assurance that:the Company will- be able to- procure such low-end handsets on
favorable terms such that it can effectively compete in this area.’ -

Revenues from the Coinpany’s operations in- Hong Kong decreased from $172.9 miilion to $38.9 million.
As the availability in China of in-country manufactured product has increased, sales to the Company’s Hong
Kong-based customers that ship products to the remainder of China have decreased. Additionally, the Company’s
primary supplier in Hong Kong has 51gn1ﬁcantly reduced the supply of product available in Hong Kong to
encourage the purchase in China of the supplier’s in-country manufacturéd product. Revenues® from the
Company’s operations in Singapore' iricreased $48.8 million to- $139.2 million, or 54.0%, due to carrier
promotions and increased sales to customers in the India, Malaysia, and Middle Eastern markets. Reévenues from
the Ta1wan operauons were '$30.0 million, compared to $29.2 million in 2001. The Company’s supplier base i in
Taiwan is limited, and there were no compelling: new products from its ‘major supplier. The Company’s
operations in Taiwan were’ also - affected by the high market: penetratlon rate. Revenues in The Phrllppmes
declined from $44:1 rmlhon to $25.1 mllhon primarily due to a’large customer purchasmg directly from: the
manufacturer '

North Amefican Region revenues were $558.2 million, a decrease of $20.4 million compared to
$578.6 million in 2001. The decrease in North America was primarily due to a $27.0 million decrease in product
sales to a maJor U.S. account which was converted in the first quarter of 2001 to a consignment model with
fulﬁllment fees. The declme was partially offset by growth due to promotions and new products

~In the, fourth quarter of 2002, the parent of one of the Company s largest customers announced that some of
the customer s lenders under its vendor credit facilities had ceased funding new loan requests, that it was in
default on certain credit facilities and that it was seeking new sources of ﬁnancrng and a restructuring of its
outstanding 1ndebtedness These events of default provided the customer’s credit facility lenders with certain
rights under their credit agreements, including the right to declare their existing loans due and payable. Revenues
from this customer were less than. 10% of the Company’s consolidated revenues for fiscal 2002..

In October of 2002, the Company entered into an agreement with the customer to convert its current
business relationship to a primarily consignment relationship. Although the new business model did not have a
significant impact on fiscal 2002 revenues, the Company anticipates that revenues in-future periods will decrease
as the Company receives fulfillment fees for the services provided pursuant to the agreement instead of product
revenues. The future impact on net income is .dependent upon the volume of fulfillment activity and the amount
of fulfillment fees received compared to. the gross margin on product sales. There can be no assurance that
fulfillment fees under the new agreement will equal historical gross profit. By converting to a primarily
consignment relationship, the Company has reduced its accounts receivable exposure. The Company has -also
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reduced working capital requirements since the Company will not be required to purchase and hold inventory for
that segment of the business relationship. The agreement expired on January 31, 2003 but has been extended
through February 28, 2003. The Company expects to extend the current agreement, with certain modifications,
until March 31, 2003. During this extension, the Company intends to negotiate a'new agreement with this
customer. There can be no assurance the agreement will be renewed or that the customer will maintain similar
volumes of business in the future. The Company -expects a decline in volume for fiscal 2003 which could have a
material adverse impact on the Company’s financial results.

The Company’s -operations in the Latin America Region provided $341.6 million of revenues, compared to
$411.1 million in 2001, a $69.5 million decrease. Revenues in Mexico, the region’s largest revenue contributor,
were $185.6 million compared to $250.3 million in 2001 due primarily to a decrease of $49.9 million in sales to
the Company’s largest carrier customer in Mexico due to increased market competition. Revenues from the
Company’s Miami export operations were $55.2 million compared to $55.0 million a year ago. Revenues from
the Company’s Colombia operations were $78.6 million in 2002 and $72.3 million in 2001. As part of the
Company’s overall plan to reposition its operations and to reduce its in-country exposure in Colombia, the
Company is negotiating with its major carrier customer in Colombia to shift the Company’s business with the
carrier to the Company’s Miami export operation. Revenues from the Company’s primarily service operations in
Chile were $5.7 million in 2002 and $3.8 million in 2001. Combined revenues for the Company’s -operations in
Argentina and Peru, which were divested in the third quarter of 2002, were $16.5 million in 2002 and $28.4
million in 2001. Revenues from the Company’s Venezuela operations, which were sold in December 2000, were
$1.2 million in 2001. : :

The Company s European "Region operations recorded .revenues of $181. 3 million, a decrease of
$49.4 million, from $230.7 rmlhon in 2001. Revenues from the Company’s U.K. operations, which were closed
in the third quarter of 2002, were $47.5 rmlhon in 2002 and $111.4 million in 2001. The Company’s Sweden
operations decreased $3.6 million from $86.7 rmlhon in 2001 to $83.1 million in 2002. Revenues from the
Company’s Netherlands operations were $50.7 million in 2002 compared to $32.5 million in 2001, an increase of
$18.2 million. This increase is being driven by the addrtron of new customers as well as increased sales_to
existing customers. The handset market in Europe is highly penetrated and is 1nereasmg1y driven by replacement
sales. Replacement sales have been depressed due to delays in the rollout and acceptance of new. handset
technologies and services. In J anuary, 2003, the Company signed a letter of intent with local management for the
sale of its Netherlands operations. There can be no assurance that the sale will be completed due to a number of
contingencies contained in the letter of intent. In addition, as part of the Company’s overall plan to reposition its
operations, the Company will explore opport{lnities to sell its operations in Sweden.

Gross Profit. Gross profit decreased $5.0 million from $135.8 million to $130.8 million. Gross profit 4s a
percentage of revenues was 5.9% for fiscal 2002 compared to 5.6% for the prior year. Gross profit as a
percentage of revenues improved primarily as a result of additional incentives received from manufacturers and
changes in the Company s geographic mix of revenues. Cost of sales in 2002 included a $1.1 million charge
related to inventory, the marketablhty of which was negatively impacted by the Company’s decision to exit the
UK., Peru and Argcntma operations. The Company recovered $0.9 million in cash associated with the third party
theft and fraud losses in the U.K. in 2000. This recovery is recorded in cost of sales i in the fourth quarter of 20()2

Selling, General, and Administrative- Expenses.” Selling, general, and administrative expenses decreased
$1.1 million from $113.8 million to $112.7 million. This decrease was primarily attributable to a decrease in
payroll and benefits of $1.2 million, and bad debt expense of $2.2 million, offset partially by an increase in
insurance premiums. Bad debt expense was $4.5 million and $6.7 million in 2002 and 2001, respectively. Bad
debt expense in 2001 included a recovery of $3.9 million related to a receivable from a satellite handset
customer, which was reserved in the fourth quarter of 2000. Selling, general, and administrative expenses in 2002
included a $1.1 million charge associated with the closure of the Company’s operations in the U.K., Peru and
Argentina, primarily bad debt expense related to receivables, the collectibility of which was negatively impacted
by the Company’s decision to exit these operations. Selling, general and administrative expenses for the
Company’s operations in the'U.K., Peru, and Argentina were $7.1 million and $11.3 million in 2002 and 2001,
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respectively. Fiscal year 2002 included $1.1 million in senior management transition costs. In the fourth quarter
of 2001, the Company recorded a charge of $3.0 million related to a value-added tax asset in Mexico, the
recoverability of which is uncertain. In the fourth quarter of 2002, the-Company recorded an additional charge of
$1.5 million related to an additional . portion -of the value-added. tax,: the recoverability of which is uncertain.
Selling, general, and administrative expenses as a percentage of revenues were 5.1% and 4.7%, in 2002 and
2001, respectively.

Impairment of Assets.  In the second quarter of 2002, the Company decided as part of its plan to reposition
its operations to exit the UK., Peru.and Argentina as soon as practicable.-As a result of this decision, an
impairment charge of $3.7 million was incurred for the three months ended May 31, 2002, which included
$2.2 million for accumulated foreign currency translation adjustments as a result of the Company’s hquldatron of
its investment in each of these operations and $1.5 million for property and equipment. The property and
equipment was reduced to estimated market value

Severance and Ex1t Charges In the second quarter of 2002, the Company recorded $2.6 million in
severance and exit charges related to the Company’s decision to exit the UK., Peru and Argentina. Of the
$2.6 million in severance and exit charges all of which consisted of. cash outlays, $1.8 million has been paid or
settled as part of the transfer of the company’s Peru and Argentina operations to local management and the
shutdown of the U. K. operations and $0.8 million has not been paid as of November 30, 2002. The remaining
$0.8 million relates to.lease payments associated with the U.K. operations..

The severance and exit charges.consist of the following “(in theusands_):

Severance—80 Employees . . . ... S BT U R $1,626
Lease acCruals ... it e e - 780
Other........ ST R e e e 160

' ' ' $2,566

Separation Agreement. The Comipany announced on July 6, 2001, that Alan H. Goldfield retired effective
immediately from, the position of Chairman and Chief Executive Officer and that James L. “Rocky” Johnson,
who has served on the Board of Directors since March 1994, became non-executive Chairman of the Board.
Terry S. Parker, a member of the Board. of Directors and a former President and Chief Operating Officer of
CellStar, rejoined the Company-as Chief Executive Officer. The Company recorded expense of $5.7 million in
the third quarter of 2001 related to:the separation agreement between the Company and Mr. Goldfield. Included
in the  $5.7. million charge is a cash payment of-$4.3 million and stock option compensation expense of
$0.6 million. - ‘

N Restrdcturing Charge. In connection with its previously announced intent, the Company restructured its
Miami facilities in.the second quarter.of 2001 to reduce the size and cost .of those operations, resulting in a
charge of $0.8 million, primarily related to the impairment of leasehold improvements.

‘Equity in Loss of Afﬁhated Compames “Equity in loss of afﬁhated compames was $0.8 million in 2001
pr1mar11y due to losses from the. Company’s 49% minority interest in CellStar Amtel. As a result of. the
deterioration in the Malaysra market, the Company divested its ownership in the third quarter of 2002.

Gain on Sale of Assets. During the first:quarter of 2001, the Company recorded a gain on sale of assets of
$0.9 million pnmanly associated with the sale of its Venezuela operatrons in December 2000.

Interest Expense Interest expense decreased to $7.6 xmlhon from $154 rmlhon The decrease was
primarily a result of ‘the completion of the Company’s exchange offer (see. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations—Liquidity and Capital Resources”) on February 20,
2002, as well as lower borrowing levels and a lower interest rate on the Company’s domestic credit facility.
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Impairment of Investment. The Company recorded a $2.2' million impairment charge in the third quarter
of 2001 to reduce-the carrying value of its 3.5% investment in a Taiwan retailer. The Company purchased its
3.5% investment in the Taiwan retailer in January of 2000 for $4.1 million. The Taiwan retailer’s common stock
was not traded on a foreign market of the breadth and scope comparable to a U.S. market, and the Company
accounted for the investment on the cost basis. The Company used the information it received from an Asian
market that is similar to an over-the-counter market in the U.S. as a means of monitoring its investment for other
than temporary impairment. Initially the trading price increased significantly (90% above the Company’s cost
during the first quarter of 2000). During the third quarter of 2000, the price began to decrease but was still above
the Company’s cost by almost 33%. This downward trend continued into the third quarter of 2001. In addition,
the overall Taiwan stock market declined' over 50% from January 2000 to August 2001. Beginning with the
retailer’s first quarter of 2001, the Company also began to receive and review the operating results of the Taiwan
retailer on a quarterly basis. The Company’s results in Taiwan also declined during this time period which
management believed reflected the economic and political environment in Taiwan. Until the third quarter of
2001, management believed these declines were temporary and that conditions would soon improve. During the
third quarter of 2001, based on the continuing decline in the trading price, the Taiwan stock exchange, and the
Taiwan economy, the Company considered that the decrease in value of its investment was other than temporary.
Accordingly, the Comipany recorded an impairment charge of $2.2 million in the third quarter of 2001 to write-
down the Company’s investment to the Company’s pro rata share of the retailer’s net book value, which rthe
Company believed was the best indicator of the fair value of the investee. The Company continued to monitor the
overall market conditions in Taiwan and again considered the investment to be impaired in the fourth quarter of
2002 and recorded a charge of $0.1 million to write-down the Company’s investment to the Company’s pro rata
share of the retailer’s net book value, which the Company believed was the best indicator of the fair value of the
investee. The Company’s remaining investment of $1.8 million at November 30, 2002 is included in other assets
in the consolidated balance sheet. ' '

Other, Net. Other, net decreased $3.4 million, from income of $5.3 million to income of $1.9 million,
primarily due to a gain of $1.3 million in 2001 on foreign currencies compared to a gain of $0.5 million in 2002
and to a reduction in interest income from $3.2 million in 2001 compared to $1.4 million in 2002.

Income Taxes. Income tax expense increased from an expense of $2.2 million in 2001 to an expense of
$47.1 million in 2002. The increase in 2002 is primarily a result of a change in the Company’s historical
accounting treatment for its undistributed earnings and/or losses of its Asia-Pacific Region subsidiaries. Prior to
the fourth quarter of 2002, the Company did not accrue for U.S. Federal income taxes or tax benefits on the
undistributed earnings and/or losses of its international subsidiaries because earnings have been reinvested and,
in the opinion of management, would continue to be reinvested indefinitely. (See Note (7) of the Notes to
Conselidated Financial Statements for CellStar Corporation contained in the Form 10-K for fiscal year ended
November 30, 2001, filed with the Securities and Exchange Commission on February 28, 2002.) Accordingly,
there was no liability recorded for such potential U.S. Federal income taxes. As a result of the progress in the
fourth quarter of 2002 in evaluating the strategic options with regard to its Asia-Pacific Region, it was
determined that the Company is now required by GAAP to account for the earnings in its Asia-Pacific Region as
not being permanently reinvested since the Company has manifested its intent to pursue possible transactions
designed to allow the Company to withdraw and return to the U.S. some or all of the value of those operations.
Accordingly, in the quarter ended November 30, 2002, the Company was required to accrue U.S. Federal income
taxes on the undistributed earnings of the Asia-Pacific Region of approximately $42.2 million.

No U.S. Federal income taxes on the undistributed earnings will be payable until such earnings are actually
remitted back to the U.S. in the form of dividends or, in the case of a completed transaction such as those
discussed above, sale proceeds. As of November 30, 2002, the Company has net operating loss carryforwards in
the U.S. of approximately $70.4 million, a significant portion of which the Company believes it ‘will be able to
utilize to offset the taxes payable in the event that a transaction is completed. The Company therefore does not
expect that the impact of the payment of any taxes associated with any such transaction will significantly impact
the cash position of the Company at the time of such payment. Furthermore, the Company will have cash
proceeds from any such transaction to fund the actual payment -of such taxes. As a result of the accrual in the
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quarter ended November 30, 2002 of U.S. Federal.income taxes on.the undistributed earnings of the Asia-Pacific
Region, the Company will not recognize tax expense in future periods for financial statement purposes on any
such future transaction up to the amount of the tax recogmzed on the undistributed earnings.

Con51stent with the change in historical accountmg treatment for undistributed earnmgs drscussed above the
Company recorded U.S. Federal income taxes of approximately $2.0 million in the fourth quarter of 2002 for
previously undistributed -earnings from Sweden, The Netherlands and Colombia. These previously undistributed
earnings- are no longer: considered permanently reinvested following the completion of the Company’s
evaluations of these markets.

Extraordrnary Gain (Loss) on Early Extrngmshment of Debt, Net of Tax, In 2002, the Company had an
extraordinary gain, net of tax, of $11.0 million primarily related to the Company’s Exchange Offer. (See Note 12
to the Consolidated Financial Statements and “Management’s Discussion and Analysis of Financial Condition
and Results of Operat10ns—~L1qu1d1ty and Capital Resources™). In 2001, as a result of the early termination of its
previously-existing revolving credit facility, the Company had an after tax extraordinary loss of $0.6 million,
primarily related to the write off of deferred loan costs related to the facility.

Fiscal 2001 Compared to Fiscal 2000
Revenues. The Company s revenues decreased $41.9 million, or 1.7%, from $2,475.7 rmlhon to

$2,433.8 million. The Company sold 13.7 million handsets in 2001 compared to' 11.3 nnlhon in 2000. The
average selling price of handsets was $16O in 2001 compared to $195 in 2000

Revenues in the Asia-Pacific Region increased $188 7 million, or 18.4%, from $1,024.8 million to
$1,213.5 million. The Company’s operations in the PRC provided $876.7 million in revenue, an increase of
$296.3 million, or 51.0%, from $580.4 million. Growth in China, where market penetration of handsets was
approximately 10% of the total population; was- driven by the addition of new wireless subscribers. However, the
Company’s growth in the' PRC was negatively impacted in the fourth quarter of 2001 by the lack of availability
of compelling new products and-the implementation of new warranty requirements to the manufacturer, which
resulted in the delay of consumer purchasés: The Company’s revenues in the PRC in the fourth quarter of 2001
of $203.0 million were the lowest since the fourth quarter of 2000 when revenues were $179.5 million. Revenues
from the Company’s operations in Hong Kong increased from $145.0 million in 2000 to $172.9 million in 2001.’
Revenues from the Company’s operations in Singapore increased $47.5 million; or 110.6%, to $90.4 million due
to third party ‘subsidies and new products including sales of two products for which the Company had exclusive
nghts Revenues from Taiwan and The Philippines opérations decreased $178.5- ‘million, or 85.9%, and
$4.6 million, or 9.4%, respectlvely, to $29.2 million and $44.1 million, respectlvely The Company’s operatlons
in Taiwan and The Philippines were affected by economic and political turmoil in the respective countries. In
addition, the Company’s supplier base in Tarwan was hmrted and there were no new compellmg products from
the Company ] major suppher Lo » :

North American Reglon revenues - were - $578 6" million, an increase of $794 rmlhon or 15.9%; when
compared to $499.2 million. U.S. revenues. benefited from strong promotional activity by.several customers, as
well as from the-addition of fiew customers and expanded markets. Early in the first quarter of 2001, the
Company converted a major U.S. account to ‘a consignmient basis with fulfillment fees. Revenues for the years
ended November 30, 2001 and November 30, 2000, on a- comparable basis, were $547.8 million and
$399.9 million, respectively. The conversion to consignment did not significantly impact net income, but reduced
account receivable exposure;: -inventory risk,-and the need for working capital. By converting to consignment
basis, the Company was not required to purchase and hold.inventory for this customer which therefore eliminated
the Company s exposure to declines’in market prlces )

The Latrn Amerlcan Regron provrded $411 1 nulhon of revenues, compared to $636. 4 million, or a 35.4%
decrease. Revenues-in Mexico. decreased- $133.0. million from $383.3 million- in 2000, when the Company
benefited from strong carrier promotions, to $250.3 million in 2001. The decrease .was primarily due to reduced
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promotional activities by carrier customers and to reduced business with carrier customers. Revenues for Brazil
were $40.6 million in 2000. The Company sold its Brazil operations in August 2000 (see “Management’s
Discussion and Analysis of Financial Condition and. Results of Operations—International Operations™).
Revenues from Venezuela operations were $36.6 million in 2000. The Company sold its Venezuela operations in
December 2000 (see “Management’s Discussion and Analysis of Financial - Condition and Results of
Operations—International’ Operations”). Revenues from the Company’s operations in Miami decreased
$24.1 million from $79.1 million in 2000 to $55.0 million in 2001 as increased product availability from in-
country manufacturers in Latin America reduced exports from Miami. The Company phased out a major portion
of its redistributor business in its Miami and North American operations, starting in the second quarter of 2000,
due to the volatility of the redistributor business, its relatively lower margins, and higher credit risks. As a result,
the Company restructured its Miami operations to reduce the size and cost of the operation, resulting in a charge
of $0.8 million in the second quarter of 2001. Combined revenues from the operations in Argentina, Chile,
Colombia and Peru increased $7.8 million to $104.6 million primarily due to significant promot1onal act1v1ty by
a major carrier in Colombla during the first quarter of 2001.

The European Region recorded revenues of $230.7 million, a decrease of $84.7 million, or 26.9%, from
$315.4 million, primarily due to the Company’s decision to curtail its U.K. international trading operations in
“April 2000 (see “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
International Operations™) and a decline in the Company’s Sweden operations. Revenues in the U.K. decreased
from $163.8 million to $111.4 million, and revenues in Sweden-decreased from $118.7 million to $86,7 million.
In 2001, the handset market in Europe was highly penetrated and increasingly driven by replacement sales, which
were depressed due to delays in the rollout of new handset technologies and services.

Gross Profit. . Gross profit 1ncreased $24.3 rmlhon from $111 5 rrnlhon or 4.5% of revenues, to
$135.8 million, or 5.6% of revenues. During 2000, the Company incurred $32.3 million in inventory
obsolescence primarily as a result of price declines during the second quarter, and $3.2 million in third party theft
and fraud losses during the purchase, transfer of title and. transport-of six shipments of wireless handsets related
to the U.K. international. trading operations. In 2001, the Company incurred $10.2 million in inventory
obsolescence. The increase in gross profit as a percentage of revenues was due to better inventory management
and product mix. Also in 2000, the Company’s commitment to defend market share in the face of intense global
‘industry price competition, particularly in the Asia-Pacific Region, negatively impacted the gross margin
percentage. Based on 1999°s handset shortages and industry forecasts of higher demand, manufacturers
significantly increased production in 2000. However, worldwide handset sales, while significantly h1gher in
2000, were still below industry forecasts. This resulted in a surplus of product during parts of 2000 driving
stronger-than-usual competition for market share, mainly in the Asia-Pacific Region and to a lesser extent in the
Latin American Region. _ -

Selling, General and Administrative Expenses. Selling, general and administrative expenses decreased
$55.4 million from $169.2 million to $113.8 million. This decrease was principally due to a reduction in bad debt
expense of $44.8 million from $51.5 million to $6.7 million in 2001. The bad debt expense in 2000 was primarily
related. to (i) certain U.S.-based accounts receivable from, Brazilian .importers, .the collectibility of which
deteriorated significantly in the second quarter of 2000, and -which were further affected by the Company’s
decision to divest its majority interest in its joint venture in Brazil; (ii) accounts receivable from redistributors,
many of which were impacted by a supply shortage in 1999 and were. also further affected by the phase-out of a
major portion of the redistributor business in the Miami and North America operations; (iii)-accounts receivable
in the Asia-Pacific Region whose businesses were adversely affected by competitive market conditions in Asia;
and (iv) a receivable in the U.S. from a satellite handset customer. Bad debt expense in 2001 included a recovery
of $3.9 million related to the receivable from a satellite handset customer, which was reserved in 2000. Selling,
general and administrative expenses related to the Brazil and Venezuela operations, which were sold in August
2000 and December 2000, respectively, were $0.2 million in 2001 and $17.8 million in. 2000 and included
$2.5 million in bad debt expense. In the fourth quarter of. 2001, selling, general and: administrative expenses
included a $3.0 million charge related to value-added taxes.
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Impairment of Assets. In the third quarter of 2000, the Company decided to exit its Venezuela operations.
In the third quarter of 2000, the Company recorded a $4.9 million non-cash impairment charge to reduce the
carrying value of certain Venezuela assets, primarily goodwill, to their estimated fair value. In December 2000,
the Company sold its Venezuela operations. It the fourth quarter of 2000, the Company recordéd a’non-cash
goodwill impairment charge of $6.4 million related to the operations in Péru 'due to a major carrier customer’s
proposed changes to an existing contract that adversely changed the long-term prospects of the Peru operations.
In 2000, the Company also recorded a charge of $1.0 million to reduce the carrying value of other assets.

Separation Agreement. The Company announced o'n July 6, 2001, that Alan H. Goldfield retired effective
immediately from the position of Chairman and Chief Executive Officer and that James L. “Rocky” Johnson,
who has served on the Board of Directors since March 1994, became Chairman of the Board, and that Terry S.
Parker, a member of the Board of Directors and a former President and Chief Operating Officer of the Company,
rejoined the Company as Chief Executive Officer. In 2001, the' Company recorded expense of $5.7 million
related to the separation agreement between the Company and Mr. Goldfield. Included in the $5.7 million charge
is a cash payment of $4.3 million and stock option compensation expense of $0.6 million.

Restructuring Charge. The Company restructured its Miami facilities in the second quarter. of 2001 to
reduce the size and cost of those operations, resulting in-a charge of $0.8 million, primarily related to the
impairment of leasehold improvements. ' o '

Equity in Loss of Afﬁliated Companies. Equity in loss of affiliated companies was $0.9 million in 2001
and $18 million in 2000 primarily due to losses from the Company’s 49% minority interest in CellStar Amtel.

Gain on Sale of Assets. The Company recorded a gain on sale of assets of $0.9 million in 2001 prirnalji]y
associated with the sale of its Venezuela operations in December 2000. In third quarter of 2000, the Company
recorded a pre-tax gain of $6.0 million from the completion of the divestiture of its 51% ownership interest in its
Brazil joint venture (see “Management’s Discussion and Analysis of Financial Condition and Results of
Operations—International Operations™). During the.third quarter 2000, the Company also completed the sale of
its Poland operations and recognized a pre-tax gain of $0.2 million.

" Interest Expense. Interest expense decreased to $15.4 million in 2001 from $19.1 million in 2000. This
decrease was primarily related to the elimination of debt of the Brazil operations, which were sold in August
2000, and to a lesser extent, lower borrowings and interest rates on the Company’s revolving credit facility.
These decreases were pamally offset by ‘interest on additional borrowmgs in the Asia- Pac1ﬁc Region.

Impairment of Investment -In 2001, the Company recorded an impairment charge of $2: 2 mﬂhon to reduce
the carrying value of its 3.5% interest in a Taiwan retailer. The Company purchased its 3.5% investment in the
Taiwan retailer in January of 2000 for $4.1 million. The Taiwan retailer’s common stock was not traded on a
foreign market of the breadth and scope comparable to a’ U.S. markét, and the Company accounted for the
investment on the cost basis. The Company used the information it received from an Asian market that is similar
to an over-the-counter market in the U.S. as a rheans of monitoring its investment for other than temporary
impairment. Initially the trading price increased significantly (90% above the Company’s cost during the first
quarter of 2000). During the third quarter. of 2000, the price began to decrease but was still above the Company’s
cost by almost 33%. This ‘downward trend contmued into the third quarter of 2001. Beginning with the retailer’s
first quarter of 2001, the Company also began to receive and review the operatmg results of the Taiwan retailer
on a quarterly basis. In addition, the overall Taiwan stock market declined over 50% from January 2000 to
August 2001. The Company’s results in Taiwan also declined during this time period which management
believed reflected the economic and political environment in Taiwan.. Until the third quarter of 2001,
management believed these declines were temporary and that conditions would soon improve. During the third
quarter of 2001 based on the continuing decline in the trading price, the Taiwan stock exchange, and the Taiwan
economy, the Company considered that the decrease in value of its investment was other than temporary.
Accordingly, the Company recorded an impairmient charge of $2.2 million in the third quarter of 2001 to write-
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down the Company’s investment to the Company’s pro rata share of the retailer’s net book value, which the
Company believed was the best indicator of the fair value of the investee.

Other, Net. Other, net increased $4.4 million, from income of $0.9 miIlioﬁ to income of $5.3 million,
primarily due to gains on foreign currencies related to European operations in 2001 compared with losses in
2000.

Income Taxes. Income tax expense increased from a benefit of $20.8 million in 2000 to an expénse of
$2.2 million in 2001 due to changes in pretax income. The Company’s annual effective tax rate for 2001 was
65% and for 2000 was 25%. The increase in the effective tax rate for 2001 is primarily due to the impact of non-
deductible items. The impact of the non-deductible items is greater in 2001 due to the smaller amount of pretax
income. :

Extraordinary loss on early extinguishment of debt, net of tax. As a result of the early termination of its
previously-existing revolving credit facility, the Company had an after tax extraordinary loss of $0.6 million,
primarily related to the write off of deferred loan costs related to the facility.

Liquidity and Capital Resources

The following table summarizes the Company’s contractual obligations at November 30, 2002 (amounts in
thousands):
Payments Due By Period

: Less than One to’ Four to More than
" Total ‘One Year. Three Years Five Years Five Years

Contractual obligations

Notes payable
Revolving credit facility (variable interest,
5.25% at November 30,2002) .......... ... $23,089 23,089 — = —
* People’s Republic of China credit facilities S S
(0.00% to 5.85% at November 30,2002) ...... 30258 30,258 — — —
12% senior subordinatednotes . ............... 12,374 — — 12,374 —_
Operatingleases ........... ..o i .. 9,154 3,721 4,678 543 212
Total contractual obligations ............. $74,875 57,068 4,678 12917 212

During the‘year ended November 30,.2002, the Company relied primarily on cash available at Névember 30,
2001, funds generated from operations, borrowings under its credit facilities and cash generated from the closure
and/or divestiture of certain of its operations to fund working capital, capital expenditures and expansions.

On October 15, 1997, the Company entered into a five year $135.0 million Multicurrency Revolving Credit
Facility (the “Facility”) with a syndicate of banks. During fiscal year ended November 30, 1999, the amount of
the Facility was reduced from $135.0 million to $115.0 million due to the release of a syndication member bank.
The Company entered into three amendments during fiscal year 2000 and two additional amendments during the
first quarter of 2001 to allow it to remain in compliance with certain covenants. '

‘On February 27, 2001, the Company and its banking syndicate executed a Second Amended and Restated
Credit Agreement which further reduced the amount of the Facility to $85.0 million and called for further
reductions in the amount of the facility during the remainder of the Company’s fiscal year. The Second Amended
and Restated Credit Agreement called for an interest rate increase, shortened the term of the Facility, provided
for additional collateral for the Facility, provided for dominion of funds by the banks for the Company’s
domestic operations, limited the borrowing base and tightened restrictions on the Company’s ability to fund its
operations.

As of September 28, 2001, the Company had negotiated and finalized a new, five-year, $60.0 million Loan
and Security Agreement (the “New Facility”’) with a bank and terminated the previously existing Facility. On
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October 12, 2001 the Company finalized an amendment to the New Facility increasing the commitment amount
from $60.0 million to.$85.0 million.- The New Facility lowers the applicable interest rate margin by 25 basis
points from its level at August 31, 2001, and provides a more extensive borrowmg base more ﬂex1b1e financial
covenants and greater flexibility in fundmg forergn operattons

* Fundings under the New Facility are limited by a borrowmg base test, which is measured weekly. Interest
on borrowings under the New Facility is at the London Interbank Offered Rate or at the bank’s prime lending
rate, plus an applicable margin. The New Facility is also secured by a-pledge of 100% of the outstanding stock of
all U.S. subsidiaries and 65% of the outstanding stock of all first tier foreign subsidiaries. The New Facility is
further secured by the Company’s domestic accounts receivable, inventory, property, plant and equipment and all
other domestic real property and intangible assets. The New Facility contains, among other provisions, covenants
relating to -the maintenance of minimum ‘net worth and certain financial ratios; exchanging, refinancing or
extending of the Company s convertible notes, dividend payments, additional debt, mergers and acquisitions and
disposition of 'assets. As ‘of November 30 2002 the Company had borrowed $23.1 million under the New
Facility. o T .

In connection with the Company’s decision to reposition its operations (See “Management’s Discussion and
Analysis "of Financial . Condition and- Results: of Opetations—International Operations—Repositioning of
Operations”) the New Facility was amended to allow the Company to pursue its exit strategy from the UK., Peru
and Argentina, and any similar decision the Company may make with respect to the balance of its European and
Lattn Amencan markets, excludmg Mexico and M1ann

Il

On February 6, 2003, the Company finalized an amendment to the New Facility that allowed for the
exclusion of certain charges from certain financial covenants in the loan agreement related fo credit facilities that
it may establish in its Mexico operations. On February 28, 2003, the Company completed an amendment to the
New Facility that allowed for the exclusion of U.S. Federal income taxes on undistributed earnings associated
with the Company’s Asia-Pacific, European, and Latin American Regions, excluding Mexico and Miami, from
certain financial ¢ovenants in’ the loan agreement (see “Management s Drscussron and Analysis of Financial
Condrtlon and Results of Operatrons”) ’

As of February 20, 2003, the Company had borrowed $20 9 rmlhon under the New Facility.

At November 30 2002 the Company s operanons in Chma had three lines of credit totaling approximately
250 RMB (approximately USD $30.3 million), bearing interest at rates ranging from 0.00% to 5.85%. The loans
have maturity dates through March 2003. The Company typically renews these.lines of credit for three to six
month terms, although there can be no assurance that these lines of credlt will be renewed in the future The lines
of credit are either fully or partmlly collateralized. - : :

The fully collateralized loans (approx1mate1y $25 2 mllhon) are- collaterahzed by elther U.S. dollar cash
deposits in Hong Kong ($5.8 million of loans collateralized by a $7.0 million cash deposit) or PRC accounts
receivable ($19.4 million of loans). The partially collateralized loans total $5.1 million and are collateralized by
$1.0 million in cash in the PRC. Restricted cash of $12.2 million.in Hong Kong was serving as collateral for an
additional $12.0 million line of credit in the PRC that was not utilized as of November 30, 2002. An additional
$3. 0 mllhon of restricted cash in Hong Kong was unutilized at November 30, 2002.

At. February 20, 2003 the Company had borrowings of $45 9 million in its China operatrons The
borrowings were s1m11ar1y either fully or parttally collateralized as described above by cash deposits or by PRC
accounts receivable. . :

On October 24, 2002, the Company entered into a revolving credit facility in Sweden of 70 million Swedish
Krona (approximately $7.5 million). The facility is securéd by the accounts. receivable of the Sweden operations
and bears interest at a rate of 5.60%. The facility matures on December 31, 2003, but is-automatically extended
for-12 months unless terminated by one of the parties. The credit facility contains certain financial and other
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covenants for the Sweden operations. At November 30, 2002, the Company had no borrowings under this
facility. At February 20, 2003, the Company had borrowed appr0x1mately $4.7 million under this line of credit.

The Company entered into a 6.0 mllhon Euro (approx.lmately $6 2 rmlhon) credit facility on December 20,
2002 in The Netherlands. The facility is collateralized by accounts receivable, inventory and fixed assets from
the Company’s Netherland operations .and bears interest at:a variable rate, which consists of the bank’s Euro
Base rate, plus a margin. The interest rate of the facility is currently 5.00%. The facility may be terminated
without notice by either party. The .credit facility contains certain financial and other covenants for The
Netherlands operations. At November 30, 2002, the Company had no borrowings under this facility. At
February 20, 2003, the Company had borrowed approximately $5.9 million under this line of credit.

The credit facilities in Sweden and the Netherlands were established to pay off intercompany loans, remit
cash to the U.S., and to lower the Company’s net working capital investment in these operations. As of
February 13, 2003, the Company has returned .$10.1 million to the U.S. as a result of entering into these credit
facilities. By leveraging the assets of these operations and returning cash to the U.S, the Company believes that it
has enhanced the potential marketability of these businesses.

On December 30, 2002, the Company entered into a 30 million Taiwan dollar (approximately $0.9 million)
line of credit in Taiwan. The Taiwan line of credit is collateralized by real estate owned in Taiwan, bears interest
at 2.70%, and matures on February 27, 2003. : :

At November 30, 2001, the Company had $150.0 million of 5% convertible subordinated notes due
October 15, 2002 (the “Subordinated Notes™), which were convertible into 1.1 million shares of common stock at
$138.34 per share (adjusted for the effect of the one-for-five reverse stock split effective on February 22, 2002) at
any time prior to maturity. ‘ :

On January 14, 2002, the Company filed an S-4 registration statement (the “Exchange Offer”) with the
Securities and Exchange Commission -offering. to exchange, for .each $1,000 principal amount of the
Subordinated Notes, $366.67 in cash and, at the election of the holder, one of -the following options:
a) $400.94 principal amount of 12% Senior Subordinated Notes due January 2007 (the “Senior Notes”),
b) $320.75 principal amount of Semior Notes and $80.19 principal amount of 5% Senior Subordinated
Convertible Notes due November 2002 (the “Senior Conver’uble Notes”) or c) $400 94 principal amount of
Senior Convertlble Notes . . .

On February 20, 2002, the Company completed its Exchange Offer for its Subordinated Notes. Holders
owning $128.6 million of Subordinated Notes exchanged them for $47.2 million in cash, $12.4 million of Senior
Notes and $39.1 million of Senior Convertible Notes. Upon completion of the Exchange Offer, $21.4 million of
the Subordinated Notes were not exchanged. The Company recogmzed an extraordinary gain of $11.0 million
after-tax in 2002 as a result of the exchange:

. Between February 20, 2002, and July 29, 2002 the Company purchased, for a combination-of cash and its
common stock, $4.5 million. of its Subordinated Notes. On October 15, 2002, the Company redeemed at maturity,
for cash, the remaining $16.9 million of its.Subordinated Notes. .-

The $39.1 million of Senior Convertible Notes were manditorily convertible into the Company’s common
“stock on November 30, 2002, and bore interest at 5%, payable semi-annually in arrears; in either cash or stock, at
the Company’s option, on August 15, 2002, and November 30, 2002. The Senior Convertible Notes were
converted into 7.8 million shares of the Company’s common stock at a conversion price of $5.00 per share
(adjusted for the effect of the one-for-five reverse stock split effective on February 22 2002).

At November 30 2002,. long term debt cons1sted of $12.4 million of the Company’s Semor Notes. The
Senior Notes bear interest at 12%, payable in cash in arrears semi-annually on February 15 and August 15,
commencing August 15, 2002. The Senior Notes contain certain covenants that restrict the Company’s ability to
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incur additional indebtedness; make inveStments, loans and advances; declare dividends or certain.other
distributions; create liens; enter into sale-leaseback transactions; consolidate; merge; sell assets and enter into
transactions with affiliates.

* Cash, cash equ'irvalents ‘and festiicted cash at' November 30, 2002 were $53.0 million, compared to
$89.3 million at November 30, 2001, primarily reflecting the use of the cash for the Exchange Offer, to redeem
the Subordinated Notes at maturity, and to reduce debt in the Company’s operations in the Asia-Pacific Regron

Compared to November 30, 2001, accounts receivable decreased from $216.0 million to $175.1 at
November 30, 2002. Accounts receivable ddys sales outstanding for fiscal year 2002, based on monthly accounts
receivable balances, weré 31.5, compared to 36.1-for fiscal year 2001. Inventories declined to-$163.2 million at
November 30, 2002, from $218.9 million at November 30, 2001. Inventory furns for fiscal year-2002, based on
monthly inventory balances, were 10.4 turns per year, compared to 10.7 for fiscal year 2001. Accounts payable
declined to $166.1 million at November 30; 2002, compared to $229.0 million at November 30, 2001. Working
capital balances have declined'in- connection with the conversion in the U.S. of a large customer to a primarily
consignment: relationship (See “Business-North American Region”). The Company experienced a decrease in
accounts receivable, inventory and accounts payable of approximately $30 million, $9 million and $35 million,
respectively, -from ‘November 30, 2001, to November 30; 2002, due to the conversion. The- closure of the
Company’s U.K. operations and the divestiture of the Company’s Peru and Argentina operations during 2002 has
also contributed to the decline. Addltlonally, management has worked aggressively to reduce accounts receivable
and inventory levels and i improve turnover through tightening of credit pohc1es to limit risk, aggressive collection
efforts, and better purchasing and inventory management.

Management of the Company has made a number of estimates and assumptions related to the reporting of
the allowance for doubtful accounts and the reserve for inventory obsolescence in preparation of the consohdated
financial statements in conformity with generally accepted accounting pnncrples In determining the adequacy of
the allowance for doubtful accounts, management considers a number of factors including the aging of the
receivable portfolio, customer payment trends, the ﬁnancral condrtron of the customer, -economic. conditions in
the customer’s country and industry .conditions. In determmmg the adequacy of the reserve for inventory
obsolescence, management considers a number of factors mcludmg the aging of the mventory, recent sales
trends, mdustry market conditions and econormc condltrons In assessing the reserve, management also considers
price protection credits or other 1ncent1ves the Company expects to receive from the vendor. Actual amounts
could differ s1gmﬁcantly from management 8 estrmates

There is no effect»on[,liquidity due to. transactions,‘mangeme_nts or.relationships with unconsolidated entitie_s:

Based upon current and anticipated levels of operations, the Company anticipates that its cash flow from
operations, together with amounts,ayailab}e under its credit facilities and existing unrestricted cash balances, will
be adequate to meet its anticipated ‘cash requirements in the foreseeable future. In the event that existing
unrestricted cash balances, cash flows and avarlable borrowmgs under. the credit facilities are not sufficient to
meet future cash requrrements the Company may be required. to reduce planned expendltures or seek additional
financing. The Company can prov1de no assurances that reductions in planned expenditures would be sufficient
to_cover shortfalls in available cash or that additional ﬁnancmg would be avarlable or, if avallable offered on
terms acceptable to the Company

Internatlonal Operatlons

The Company s-foreign operatrons are subject to various poht1cal and economic risks including, but not
limited to, the following: political instability, economic instability, currency controls, currency devaluations,
exchange rate fluctuations, potentially unstable channels of distribution, increased ‘credit risks, export control
laws that might limit the markets the-Company -can enter, inflation, changes in laws and enforcement policies
related to foreign ownership of businesses abroad, foreign tax laws, trade disputes among nations, changes in cost

29




of and access to capital, changes in import/export regulations, including enforcement policies, “gray market”
. resales, and tariff and freight rates. .

In addition to the factors listed above, threats of terrorist attacks in the United States, the U.S. retaliation for
these attacks, possible U.S. military action in Irag, the related decline in consumer confidence and continued
. economic weakness in the U.S. and throughout the countries in which the Company does business could have a
material adverse impact on our business. ‘

Asia-Pacific

The Company believes that the intrinsic value of its Asia-Pacific Region is not currently reﬂected in the
market price of the Company’s common stock. As a-result, the Company engaged UBS Warburg to assist it in
evaluating transactions that could result in recognizing the value that it believes is locked up in the Asia-Pacific
Region. Those evaluations have focused on a number of possible transactions including a possible initial public
offering of all or a portion of the Asia-Pacific Region operations, a sale to outside investors or a management
buyout. Based on these evaluations, the Company has decided to pursue an initial public offering of its Greater
China Operations on an exchange in Asia. Although the Company intends to pursue the transaction that it
believes will be most favorable to the Company, there are a number of steps to be completed before there is such
a transaction. Accordingly, there can be no assurance of the timing of the transaction or that any transaction will
occur.

The Company began exploring possible methods of realizing the value of its operations in Hong Kong, the
PRC, and Taiwan (“the Greater China Operations”) in late Spring 2002. In June 2002, the Company engaged the
Hongkong and Shanghai Banking Corporation Limited to act as the lead underwriter if the Company decided to
pursue an initial public offering of the Greater China Operations (the “IPO”). In July 2002, the Company
engaged UBS Warburg to act as financial advisor to the Company to assist the Company in evaluating and
structuring a potential offering as well as to review other possible transactions which could achieve the
Company’s goals. In July 2002, the Company entered intc a new employment agreement with A.S. Horng,
Chairman, Chief Executive Officer and General Manager of CellStar (Asia) Corporation Limited, in anticipation
of the expiration of the existing employment agreement in January 2003. As an incentive for Mr. Horng to enter
into such agreement, the Company agreed to pay a signing bonus of $1.5 million, and also agreed to pay an
additional bonus in the amount of $1.5 million upon the successful completion of any public offering related to
the Asia-Pacific Region. In September 2002, the Company engaged Raymond James & Associates, Inc.
(“Raymond James”) as an additional financial advisor to advise the Board on the fairness of a proposed
transaction. In September 2002, the Company submitted an outline of the proposed structure for the IPO to the
Stock Exchange of Hong Kong (“SEHK?”) seeking informal approval of the proposed structure. Throughout the
period from September 2002 to January 2003, the Company was responding to comments and concerns of the
SEHK. In January 2003, the SEHK advised the Company that it had tentatively approved the proposed structure.
On March 13, 2003, the Board of Diréctors received the Raymond James fairness opinion, approved the terras of
the transaction and authorized management to proceed with the listing on the SEHK and the filing of a
prehrmnary proxy statement with the SEC. Throughout the period from September 2002 to March 2003, the
Company was negotiating the terms of the transaction with the CeliStar Asia management team. On March 14,
2003, the Company entered into a non-binding letter of intent with the CellStar Asia management team setting
forth the structure of the proposed transaction and the proposed agreements between the CellStar Asia
management team and the Company. On March 14, 2003, the Company filed the preliminary proxy statement
with the SEC, and on March 17, 2003, the Company filed documents with the SEHK to commence the process of
applying for listing.

As a result of such evaluation process, however, the Company is now required by GAAP to effect a change
in its historical accounting treatment for the undistributed earnings of its Asia-Pacific Region subsidiaries. Prior
to the fourth quarter of 2002, the Company did not accrue for U.S. Federal income taxes or tax benefits on the
undistributed earnings and/or losses of its international subsidiaries because earnings have been reinvested and,
in the opinion of management, would continue to be reinvested indefinitely. (See Note (7) of the Notes to
Consolidated Financial Statements for CellStar Corporation contained in the Form 10-K for fiscal year ended
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November 30;.2001, filed with the Securities and Exchange Commission on February 28, 2002.) Accordingly,
there was no liability recorded for such potential U.S. Federal income taxes. As a result of the progress in the -
fourth quarter of 2002 in evaluating the strategic options with regard to its Asia-Pacific Region, it was
determined that the Company is now, required by GAAP to account for the earnings in its Asia-Pacific Region as
not being permanently reinvested since the Company has manifested its intent to pursue possible transactions
designed to allow the Company to withdraw and return to the U.S. some or all of the value of those operations.
Accordingly, in the quarter ended November 30, 2002, the Company was required to accrue U.S. Federal income
taxes on the undistributed earnings of the Asia-Pacific Region of approximately $42.2 million.

- As noted above, the Company began to explore its options in regards to the Asia-Pacific Region in the
Spring of 2002. In exploring the options, an IPO was the alternative that would most likely result in the highest
value for the stockholders. Before the: IPO was a realistic possibility, a number of issues had to be resolved, the
failure of which could potentially stop the IPO. These items included the participation of the CellStar Asia
management team, the approval of a structure by the SEHK, and a fairness opinion from Raymond James. It was
not until late in the fourth quarter of 2002 and into the first quarter of 2003 that it became apparent to the
Company that an IPO was a realistic possibility. During the second to fourth quarters of 2002, the Company also
had to evaluate its options if the IPO was not a realistic possibility, and-determine if the stockholders would be
better- served by a tanagement buyout, ‘a third party sale, or the Company maintaining the Greater China
Operations and continuing to operate them. As the Company had previously reinvested the earnings in its Asia-
Pacific operations and met the indefinite reversal criteria of APB 23 and the Company did not change its view
that earnings were pérmanently invested, the Company did not believe it was proper to change the tax treatment
of these undistributed earnings until the Company determined that the circumstances had changed and that it was
apparent that some or all of the undistributed earnings would be remitted in the foreseeable future. This did not
become apparent to the Company until the fourth quarter of 2002.

No U.S. Federal income taxes on the undistributed earnings will be payable until such earnings are actually
remitted back to'the U.S. in the form of dividends or, in the case of a completed transaction such as those
discussed above, sale proceeds. As of November 30, 2002, the Company has net operating loss carryforwards in
the U.S. of approximately $70.4 million, a 51gn1f1cant portion of which the Company believes it will be able to
utilize to offset the taxes payable in the event that a transaction is completed. The Company therefore does not
expect that the impact of the payment of any taxes associated with any such transaction will significantly impact
the cash position of the Company at the time of such payment. Furthermore, the Company will have cash
proceeds from any such transaction to fund the actual payment of such taxes. As a result of the accrual in the
quarter ended November 30, 2002, of U.S. Federal income taxes on the undistributed earnings of the Asia-Pacific
Region, the Company will not recognize tax expense in future periods for financial statement purposes on any
such future transaction up to the amount of the tax recognized on the undistributed earnings.

Repositioning of Operatzons v

In April 2000, the Company curtailed a s1gmf1cant portion of its U.K. international tradmg operations
following third party theft and fraud losses. The trading business involves the purchase of products from
suppliers other than manufacturers and the sale of those products to. customers other than network operators or
their dealers and other representatives. As a result of the curtailment, the Company experienced a reduction in
revenues for the U.K. operations after the first quarter of 2000 compared to 1999. Since the curtailment, the
Company experienced operating losses in its U.K. operations. For the quarter ended May 31, 2000, the Company
recorded a $4.4 million charge consisting of $3.2 million from third party theft and fraud losses during the
purchase, transfer of title and transport of six shipments of wireless handsets, and $1:2 million in-inventory
obsolescence expense for inventory price reductions incurred while the international trading business was
curtailed pending investigation. The Company has recovered $0.9 million in cash associated with the third party
theft and fraud losses. This recovery is recorded in cost of sales in the fourth quarter of 2002. The Company is
pursuing legal action where appropriate to recover additional amounts. However, the ultimate recovery in
relation to these losses, if any, cannot be determined at this time.
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The Argentine economy has been in a state of turmoil since the Argentine government removed the fixed

- exchange rate maintained between the Argentine peso and the U.S. dollar. In the fourth quarter of 2000, the

Company recorded a non-cash goodwill impairment charge of $6.4 million related to the operations in Peru due

to a major carrier customer’s proposed changes to an existing contract that adversely affected the long-term

prospects of the Peru operations. From the second quarter of 2001 until the divestiture in the third quarter of
2002, the Company incurred losses in its Peru operations.

In the second quarter of 2002, the Company decided, as part of its plan to reposition its operations, to exit
the UK., Peru and Argentina as soon as practicable due to the poor performance of these operations. The
Company determined that improving its position in the U.K. market would require substantial investment, which
the Company was not willing to make. The economic climate in Peru and Argentina, coupled with the small scale
of the Company’s operation in those countries, provided little upside and significant risk. In addition, the
Company decided to evaluate the balance of its European and Latin American markets, excluding Mexico and
Miami, over the remainder of the year, assessing each operation in view of its over-all long-term strategy. In
conjunction with this decision, the Company’s revolving credit facility was amended to allow the Company to
pursue its exit strategy from these markets, and any similar decision the Company may make with respect to the
balance of its European and Latin American operations. As a result of the decision to exit the U.K., Peru and
Argentina, the Company recorded a pre-tax charge of $10.2 million for the three months ended May 31, 2002.

During the third quarter of 2002, the Company completed its divestitures of its Peru and Argentina
operations at approximately book value to local management and closed the U.K. operations, except for certain
administrative matters. In the divestitures, the Company obtained promissory notes totaling $0.9 million and
$0.2 million for Peru and Argentina, respectively. These promissory notes are fully reserved and will remain
reserved pending receipt of payments by the Company. In the third and fourth quarters of 2002, the Company
reversed $3.3 million of the allowances related to the exit charge for the U.K. operations as the amounts collected
on accounts receivable and the market value of the inventory exceeded original estimates. Also, due to the
progress made with the tax authorities, the valuation allowance was reversed on an income tax receivable.

The following table summarizes the income statement classification of the charge (in thousands):
‘ Three months

ended Reversal of

, May 31,2002 allowances Net charge
Costof Sales ................... e $ 2,256 (1,131) 1,125
Selling, general and administrative ........................ - 1,691 (588) 1,103
Impairment of assets .......... .. .. .. ..o 3,655 — 3,655
‘Severance and exitcharges ............... .. ... ... ... 2,566 — 2,566
Totalcharge .......... . i 10,168 (1,719) 8,449
Taxbenefit ... ... ... (184) (1,541) (1,725)
Netcharge .........iiniiii e $ 9,984 (3,260) 6,724

Of the $2.6 million in severance and exit charges, all of which consisted of expected cash outlays,
$1.8 million has been paid-or settled as part of the divestiture of the Company’s Peru and Argentina operations
and the shutdown of the U.K. operations. The remaining $0.8 million relates to lease payments associated with
the U.K. operations and has not yet been paid as of November 30, 2002. Monthly lease payments are expected to
be made over the next five years unless a settlement can be reached with the lessor.

The severance and exit charges consists of the following (in thousands):

Severance—S80 employees
Lease accruals .............. e e e e




In connection with the repositioning of its operations, the Company announced that Dale H. Allardyce
would resign from the position of President and Chief Operating Officer and that Terry S. Parker, the Company’s
Chief Executlve Officer, would assume the duties ‘of President and. Chief Operating Officer. Included in the
severance charges is $0.6 million related to Mr. Allardyce’ $ separatlon The severance charge includes all of the
employees (58) for the U.K. operations and certain employees (21) for Argentina. The remaining employees in
Argentma and Peru were pa.rt of the dlvestlture

The Company recorded an impairment charge of $3.7 million for the three months ended May 31, 2002,
which included $2.2 million for accumulated -foreign currency translation adjustments as a result of the
Company’s. liquidation of its investments .in . each of these operations and $1.5 million for property and
equipment. ‘The property and equipment were reduced to estimated market value of $0.1 million.

. Followxng is a summary of the combined resu]ts of operatlons 1nclud1ng the exit charge in the U. K Peru
and Argentma (in thousands): ‘ .

Fiscal year ended November 30,

. . . . . . 2002 2001 - .- "~ 2000
Revenues™............... R . $63942 139916 $203,382
CoSt O SAlBS .+ttt 61,585 134,863 196,426

CGrossprofit . ... e e e 2,357 5,053 6,956
Selhng, general and adm1mstrat1ve expenses . .. .. e P 6,893 10,368 ~ 8,502
Impalrmentofassets.............‘.'......,.....,'. ........... ... 3,655 — 6,435

" Severance and exit charges . ................c.iiiii... e 2,566 . — =
Operating loss ........ e e e e e - $(10,757)  (5,315) . (7,981).

As of February. 14, 2003, the Company has repatnated $7.7 million in cash to the U.S. from the exited
operations. . . A :

The Company has completed the evaluation of the balance of its European and Latin American markets,
excluding.Mexico and Miami. The Company has decided to continue its operations in Chile as these operations
are expected to continue to be profitable and to generate cash. To reduce its in-country exposure in Colombia, the
Company is negotiating with its major carrier customer in Colombia to shift the Company’s business with the
carrier to the Company’s Miami export operation,-In- January 2003, the Company signed a letter of intent with
local management for the sale of its Netherlands operations. There can be no assurance that the sale will be
completed due to a number of contingencies contained in the letter of intent. The Company will explore
opportunities to sell its operations in Sweden. In Sweden and The Netherlands, the market is highly competitive
and highly penetrated. The operations in Sweden .and The Netherlands do not present significant growth
opportunities without significant investment of capital. The Company excluded Miami from the evaluation due to
the recent performance of this operation and the export opportunities into Latin America that the Company
believes, exist in this market. Despite the disappointing performance in Mexico, the Company believes growth
and profit potential exist in the Mexico market due to the size of this market. However, significant improvement
in the Company’s Mexico operations will need to.be made in 2003. If significant improvement is not made, the
Company will evaluate its overall position in its Mexico operations. : v

Consistent with the change in historical accounting treatment for undistributed earnings in the Asia-Pacific
Region, the Company recorded U.S. Federal income taxes of approximately $2.0 million in the fourth quarter of
2002 for previously undistributed earnings from Sweden, The Netherlands and Colombia. These previously
undistributed earnings are no longer considered permanently remvested following the completlon of t:he
Company’s evaluations of these markets. ‘
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Other

" At November 30, 2002, the Company has a gross value-added tax prepaid asset in its Mexico operations of
$10.7 million related to the Company’s 1998 to 2001 returns. The Company is seeking resolution of this issue
with the tax authorities in Mexico. In the fourth quarter of 2001, the Company recorded a charge of $3.0 million
related to such value-added tax, the recoverability of which is uncertain. In the fourth quarter of 2002, the
Company recorded an additional charge of $1.5 million related to an additional portion of the value-added tax,
the recoverability of which is uncertain.

In Mexico, the requirements of the Mexican tax duthority for a refund request specify that all  original
documents (original invoices, original import documents, etc.) must be available for review by the tax authority
in order to substantiate the refund claim. The gross asset balance of $10.7 million consists of amounts
accumulated for the period from 1998 through 2001. Numerous personnel changes and computer system changes
in-the Company’s Mexico operations have led the Company to conclude that all of the original supporting
documentation may not be available. While the Company is pursuing the full refund request of $10.7 million
with the tax authorities, the supporting documentation may not meet the requirements of the Mexican tax
authorities for the full refund request. As a result of the Company’s review of the documentation, the Company
recorded a charge for $3.0 million in the fourth quarter of 2001 and an additional charge of $1.5 million in the
fourth quarter of 2002. The Company believes it has all of the documentation necessary to support the net
balance.

The Company’s sales from its Miami operations to customers exporting into South American countries have
declined as a result of increased in-country manufactured product availability in South America, primarily Brazil.
In the second quarter of 2000, the Company phased out a major portion of its redistributor business in Miami due
to the volatility of the business, the relatively lower margins, and higher credit risks. The Company restructured
its Miami operations in the second quarter of 2001 to reduce the size and cost of the operation, resulting in a
charge of $0.8 million, primarily related to the impairment of leasehold improvements. ‘

In 2000 and 2001, the Company incurred losses of $1.8 million and $0.7 million, respectively, related to its
minority interest in CellStar Amtel. As a result of the deterioration in the Malaysia market, the Company
divested its ownership in the third quarter of 2002.

During the third -quarter ended August 31, 2000, the Company decided, based on the current and future
economic and political outlook in Venezuela, to divest its operations in Venezuela. In that quarter, the Company
recorded an impairment charge of $4.9 million to reduce the carrying value of certain Venezuela assets, primarily
goodwill, to their estimated fair value. In December 2000, the Company completed the sale of its Venezuela
operations and recorded a gain of $1.1 mﬂhon _

From 1998 to 2000, the Company’s Brazil operations were primarily conducted through a majority-owned
joint venture. Following a review of its operations in Brazil, the Company concluded that its joint venture
structure, together with foreign exchange risk, the high cost of capital in that country, alternative uses of capital,
accumulated losses, and the prospect of ongoing losses, were not optimal for success in that market. As a result,
in the second quarter of 2000, the Company elected to exit the Brazil market and to divest its 51% interest in its
joint venture. In August 2000, the Company completed its divestiture of its 51% interest in its joint venture. The
Company fully reserved certain U.S.-based accounts receivable from Brazilian importers in the second quarter of
2000, the collectibility of which significantly deteriorated in the second quarter of 2000, and which were further
affected by the decision, in the second quarter of 2000, to exit Brazil.

Impact of Inflation

Historically, inflation has not had a significant impact on CellStar’s overall operating results as the majority
of the Company’s business is in markets that are relatively stable. However, the effects of inflation could have a
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material adverse impact on the Company if the markets become unstable. The following table summarizes the
revenues and percentages of consolidated revenues for the Company’s five largest geographical operations for
the year ended November 30, 2002 (dollars in thousands):

Operation ‘ Revenues Percent
PRC........... J L. $ 882,033 402%
US e e I o 613,402 27.9
M EXICO . vttt e 185,627 85
SINGAPOTE . . ottt e e 139,188 6.3
WD ..t e e e 83,139 3.8
AN Others . . oo e AT 293,225 13.3
Total ........... e L. $2,196,614  100.0%

Critical Accounting Policies

The Securities and Exchange Commission issued Financial Reporting Release No. 60 which requires all
companies to include. a discussion of critical accounting policies or methods used in the preparation of financial
statements. Note 1 of the Notes to the Consolidated Financial Statements includes a summary of the significant
accounting policies and methods used in the preparation of the Company’s Consolidated Financial Statements.
The following is a brief discussion of the more critical accounting policies and methods used by the Company.

(a) Significant Estimates

Management of the Company has made a number of estimates ‘and assumptions related to the reporting of
assets and liabilities in preparation of the consolidated financial statements in conformity with generally accepted
accounting principles. The most significant estimates relate to the allowance for doubtful accounts, the reserve
for inventory- obsolescence, the deferred tax asset valuation allowance and impairment of goodwill.

In determining the adequacy of the allowance for doubtful accounts, management considers a number of
factors including the aging. of the receivable portfolio, customer payment trends, financial condition of the
customer, economic conditions in the customer’s country, and industry conditions. In some years, the Company
has experienced significant amounts of bad debt, including $51.5 million in 2000. In 2000, the decline in the
redistributor market in the North American Region and Miami, the decision to exit the Brazil market, and the
competitive market conditions significantly impacted bad debt expense. Actual amounts could differ significantly
from management’s estimates.

In determining the adequacy of the reserve for inventory obsolescence, management considers a number of
factors including the aging of the inventory, recent sales trends, industry market conditions, and economic
conditions. In assessing the reserve, management also considers price protection credits or other incentives the
Company expects to receive from the vendor. In some years, the Company has experienced significant amounts
of inventory obsolescence, including $32.3 million in 2000. After a supply shortage in 1999, there was an
oversupply of product resulting in intense price competition in 2000, which significantly impacted obsolescence.
Actual amounts could differ significantly from management’s estimates.

In assessing the realizability of deferred income tax assets, management considers whether it is more likely
than not that the deferred income tax assets will be realized. At November 30, 2002 the Company has deferred
income tax assets, net of valuation-allowances, of $53.0 million, a significant, portion of which relates to net
operating loss carryforwards. The ultimate realization of deferred income tax assets is dependent on the
generation of future taxable income during the periods. in which. those temporary differences are deductible.
Management considers the scheduled reversal of deferred income tax liabilities, projected future taxable income,
and tax planning strategies in making this assessment. Based on the level of historical taxable income and
projections for future taxable income over the periods in which the deferred income tax assets are deductible;

35



management determines if it is more likely than.not that the Company will realize the benefits of these deductible
differences. The amount of the deferred income tax asset considered realizable, however, could be reduced in the
near term if estimates of future taxable.income during the carry-forward period are reduced.

As a result of the Exchange Offer, the Company was deemed to have undergone an ownership change for
purposes of the Internal Revenue code. The Company may have limitations beginning with the year ending
November 30, 2002 on the utilization of its U.S. tax carry-forwards in accordance with Section 382 of the
Internal Revenue Code.

Prior to the fourth quarter of 2002, the Company did not accrue for U.S. Federal income taxes or tax
benefits on the undistributed earnings and/or losses of its international subsidiaries because earnings have bzen
reinvested and, in the opinion of management, would continue to be reinvested indefinitely. (See Note (7) of the
Notes to Consolidated Financial Statements for CellStar Corporation contained in the Form 10-K for fiscal year
ended November 30, 2001, filed with the Securities and Exchange Commission on February 28, 2002.)
Accordingly, there was no liability recorded for such potential U.S. Federal income taxes. As a result of the
progress in the fourth quarter of 2002.in evaluating the strategic options with regard to its Asia-Pacific Region, it
was determined that the Company is now required by GAAP to account for the earnings in its Asia-Pacific
Region as not being permanently reinvested since the Company has manifested its intent to pursue possible
transactions designed to allow the Company to withdraw and return to the U.S. some or all of the value of those
operations.  Accordingly, in the quarter ended November 30, 2002, the Company was required to accrue U.S.
Federal income taxes on the undistributed earnings of the Asia-Pacific Region of approximately $42.2 million.

No U.S. Federal income taxes on the undistributed earnings will be payable until such earnings are actually
remitted back to the U.S. in the form of dividends or,’in the case of a completed transaction such as those
discussed above, sale proceeds. As of November 30, 2002, the Company has net operating loss carryforwards in
the U.S. of approximately $70.4 million, a significant portion of which the Company believes it will be able to
utilize to offset the taxes payable in the event that a transaction is completed. The Company therefore does not
expect that the impact of the payment of any taxes associated with any such transaction will significantly impact
the cash position of the Company at the time of such payment. Furthermore, the Company will have cash
proceeds from any such transaction to fund the actual payment of such taxes. As a result of the accrual in the
quarter ended November 30, 2002 of U.S. Federal income taxes on the undistributed earings of the ‘Asia-Pacific
Region, the Company will not recognize tax expense in future periods for financial statement purposes on any
such future transaction up to the amount of the tax recognized on the undistributed earnings.

Consistent with the change in historical accounting treatment for undistributed earnings discussed above, the
Company recorded U.S. Federal income taxes of approximately $2.0 million in the fourth quarter of 2002 for
prev1ously undistributed earnings from Sweden, The Netherlands and Colombia. These previously undistributed
eammgs are no longer considered permanently reinvested followmg the completion of the Company s
evaluauons of these markets.

‘ At November 30, 2002, the Company had novt"pro.vided for U.S. Federal iﬁcom¢ taxes on earnings of
international subsidiaries of approximately $21.6 million as these earnings were considered permanently
reinvested.

Goodwill represents the :excess of the purchase price over the fair value of net assets acquired and is
amortized using the straight-line method over 20 years. The Company assesses the recoverability of this
intangible asset by determining the estimated future cash flows related to such acquired assets. In the event that
goodwill is found to be carried at an amount that is.in excess of estimated future operating cash flows, then the
goodwill will be adjusted to a level commensurate with a dlscounted cash -flow analysis using a discount rate
reflecting the Company’s average cost of funds.
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Management’s estimates of future cash flows are based in part.upon prior performance, industry conditions,
economic conditions, and vendor and customer relationships. Changes in these factors or other factors could
result in significantly different cash flow estimates and an impairment charge. In 1999, due to changing market
condmons in Polarid, the Company considered the remaining $4.5 million in ‘goodwill related to its Poland
operations to be- 1mpa1red -In' 2000, due to the ‘current and “expected economic conditions in Venezuela, the
Company considered the goodwrll1 related to the Venezuela’ operatlons unpatred and recorded a $3.9 million
impairment charge. In 2000, a major customer’s change to an ex1st1ng contract that adversely changed the long-

term prospects of the Peru’ operatlon resulted in the Company recordrng a goodwrll 1mpa1rment charge of
$6.4 mrlhon

At November 30, 2002, the Company had goodwrll net of accumulated amortrzatron of $20:9° m1llron
related to its Asia-Pacific operations ($12.3 million) and its remaining Europe operations$ in Sweden and The
Netherlands ($8.6 million). In January 2003, the Company signed a letter of intent with Jocal management for the
sale of its Netheflands operations. Theré ‘can be no assurance that the sale will be corapleted due to a number of
contingencies contained in the letter-of intent (see “Management’s Dlscussron and Analysrs of Fmancral
Condltron and Results of Operatrons-lntematlonal Operat1ons”) -

The Financial Accountmg Standards Board has issued Statements No. 141 and No. 142, which will impact
the Company s accountmg pohcy for goodwill. For a more’ complete discussiori of Statements No. 141 and
No. 142, see “Management’§ Discussion and Analysis of Frnancral Condition and Results of Operations-
Accountlng Pronouncements Not Yet Adopted” in th1s Form 10-K.”

( b ) Revenue Re»cognition"

‘For the Company’s whdlesale ‘business, revenie is recognized when the customer takes title and assumes
risk of loss. If the customer takes title and assumes risk of loss upon shipment, revénueis recognized ‘on the
shipment date. If the customer takes title and assumies risk of loss upon delivery, revenue is recognized upon
delivery. In accordance with contractual agreements with wireless service providers, the Company receives an
activation commission for obtaining subscribers for wireless services in connection with the Company’s retail
operations: The agreements contain various provisions for additional commissions (“residual commissions™)
based on subscriber usage. The agreements also provide ‘for the reduction or elimination of activation
commissions if subscribers deactivate service within stipulated periods. The Company recognizes revenue for
activation commissions -on -the wireless service providers’ activation of the subscriber’s’ service and residual
commissions when earned and provides an allowance for estimated wireless service deactivations, which is
reflected as a reduction of accounts receivable and revenues in the accompanying consolidated' financial
statements. The Company recognizes fee service revenue when the service is completed or, 1f apphcable upon
shipment of the related product, whrchever is later

(c) Vendor Credzts ) ‘ . )

The  Company recogmzes price protect1on credlts and other 1ncent1ves such as volume discounts, from
vendors when such credits are received in writing from the vendor, or if the credits are:based on sell-through to
customers, when the credits have been received in writing from the vendor and the related product is sold. Price
protection credits and other incentives are. applied against inventory and cost of goods sold, depending on
whether the related inventory is on-hand or has been previously sold at the time the credrts are received in
writing.. Sell- through credlts are recorded as a reduction in cost of goods sold in the period recerved

Th_e COmpany recognizes»advertising allowanc,es--from vendors,_—whensuch -allo'wances are received in
writing from the vendor and earned: Advertising allowances are generally. for the reimbursement of specific
incremental, identifiable costs incurred by the Company.--and are recorded as a.reduction of the related cost.
Allowances in. excess of the specific-costs incurred; if any, are recorded-as a reduction costs of goods sold or
inventory, as applicable. . o _ » oo
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Accounting Pronouncements Not Yet Adopted -

In June 2001, the Financial Accounting Standards Board (“FASB™) issued ‘Statement of Financial
Accounting Standards (“Statement™) No. 141, “Business Combinations.” Statement No. 141 changes the
accounting for business combinations to eliminate the pooling-of-interests method and requires all business
combinations initiated after June 30, 2001 to be accounted for using the purchase method This statement also
requires intangible assets that arise from contractual or other legal rights, or that are capable of being separated or
divided from the acquired entity, be recogmzed separately from goodwill. Existing intangible assets and goodwill
that were acquired in a prior purchase business combination must be evaluated and any necessary
reclassifications must be made in order to conform with the new criteria in Statement No. 141 for recognition
apart from goodwill. The Company does not expect the adoptlon of this statement to have a matenal impact on
its consohdated results of operatxons or financial posmon '

In _June -ZOOL the FASB issued Statement No. 142, “Goodwill and Other Intangible Assets.” Statement
No. 142 addresses the initial recognition and measurement of intangible assets acquired (other than those.
acquired in a business combination, which is addressed by Statement No. 141) and the subsequent accounting for
goodwill and other intangible assets after initial recognition. Statement No. 142 eliminates the amortization of
goodwill and intangible assets with indefinite lives. Intangible assets with lives restricted by contractual, legal, or
other means will continue to be amortlzed over their useful lives. Adoption of this statement will also require the
Company to reassess the useful fives of all intangible assets acquired, and make any necessary amortization
period adjustments. Goodwill and other intangible assets not subject to amortization will be tested for impairment
annually, or more frequently if events or changes in circumstances indicate that the asset might be impaired.
Statement No. 142 requires a two-step process for testing goodwill for impairment. First, the fair value of each
reporting unit will be compared to its carrying value to determine whether an indication of impairment exists. A
reporting unit is an operating segment or one level below an operating segment. The Company’s reporting units
are Asia Pacific—Greater China Operations, Asia Pacific—South. Pacific Operations, North America, Latin
America—Mexico, Latin America—excluding Mexico, Sweden and The Netherlands. If an impairment- is
indicated, then.the fair value of the reporting unit’s goodwill will be determined by allocating the unit’s fair value
to its assets and liabilities (including any unrecognized intangible assets) as if the reporting unit had been
acquired in a business combination. The amount of impairment for goodwill and other intangible assets will be
measured as the excess of its carrying. value over its fair value. Goodwill and intangible assets acquired after
June 30, 2001 will be immediately subject to the impairment provisions of this statement. For goodwill and other.
intangible assets acquired on or before June 30, 2001, the -Company is required to adopt Statement No. 142 no
later than the beginning of fiscal 2003. At November 30, 2002, the Company had goodwill, net of accumulated
amortization, of $20.9 million related to its Asia-Pacific operations ($12.3 million) and its remaining Europe
operations in Sweden and the Netherlands ($8.6 million). In January, 2003, the Company signed a letter of intent
with local management for the sale of its Netherlands operations. There can be no assurance that the sale will be
completed due to a number of contingencies contained in the letter of intent. The Company will explore
opportunities to sell its operation in Sweden in view of the Company’s long-term strategy (see “Management’s
Discussion and Analysis of Financial Condition and Results of Operations-International Operations™). The
Company believes the adoption of Statement 142 will likely result in a- one-time, non-cash pre-tax charge of
$20.9 million to write-down the Company § goodwill. :

-In June 2001, the FASB issued Statement No. 143, Accounting for Asset Retirement Obligations, which
addresses' financial accounting and reporting obligations associated with the retirement of tangible long-lived
assets and the associated asset retirement costs. The standard applies to legal obligations ‘associated with the
retirement of long-lived assets that result from the acquisition, construction, development and (or) normal use of
the asset. Statement No. 143 requires that the fair value of a liability for an asset retirement obligation be
recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. The fair value
of the liability is added to the carrying amount of the associated asset and this -additional carrying amount is
depreciated over the life of the asset. The liability is-accrued at the end of each period through charges to
operating expense. If the obligation is settled for other than the carrying amount of the liability, the Company
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will recognize a gain or loss on settlement. The Company is required to -adopt the provisions of Statement
No. 143 no later than the beginning of fiscal year 2003, with early adoption permitted. The Company does not
expect the adoption of this statement to have a material effect on its consolidated results of operations or
financial posmon

In October 2001, the FASB issued Statement No, 144, Accounting for the Impairment or Disposal of Long-
Lived Assets, which addresses financial accounting. and reporting for the impairment or disposal of long-lived
assets. While Statement No. 144 supersedes FASB Statement No. 121, Accounting for the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Disposed Of, it retains many of the fundamental provisions of that
Statement. The Company is required to adopt the provisions of Statement No. 144 no later than the beginning of
fiscal year 2003, with early adoption permitted. The Company does not expect the adoption of this statement to
have a material effect on its consolidated results of operations or financial position.

- In Aphl 2002, the FASB issued Statement No. 145, “Resmssmn of FASB Statements No. 4, 44, and 64,
Amendment of FASB Statement No. 13, and Technical Corrections.” Statement No. 145 rescinds Statement
No. 4, “Reporting Gains and Losses from Extinguishment of Debt” and an amendment of Statement No. 4,
Statement No. 64, “Extmgulshments of Debt Made to Satisfy Smkmg -Fund Requirements.” Statement No. 145
also rescinds Statement No. 44, “Accounting for Intangible Assets of Motor Carriers.” Statement No. 145
amends, Statement No. 13, “Accounting for Leases,” to eliminate an inconsistency between the required
accountmg for sale-leaseback transactions and the requ1red accounting for certain lease modifications that have
economic affects that are similar to sale-leaseback transactions. Statement No. 145 also amends other existing
authoritative pronouncements to make various technical corrections, clarify meanings, or describe their
applicability under changed conditions. Under Statement No. 4, all gains and losses from extmguxshment of debt
were required to be aggregated and, if material, classified as an extraordmary item, net of related incomé tax
effect. Statement No. 145 eliminates Statement No. 4, and, thus the exception to applying Opinion 30 to all gains
and losses related to extmgmshments of debt (other than extinguishments of debt to satisfy sinking-fund
requirements). As a result, gains and losses from extinguishment of debt should be classified as extraordinary
items only if they meet the criteria in Opinion 30. Applying the provisions of Op1mon 30 will distinguish
transactions that are part of an entity’s recurring operations from those that are unusual or infrequent or that meet
the criteria for classification as an extraordinary item. Statement No. 145 becomes effective for fiscal years
beginning after May 15, 2002, with early applications encouraged. The Company expects to reclassify the
extraordinary ‘gain on early extinguishment of debt resulting from its Exchange Offer upon adoption. The
Company does not expect the adoption of the - other: portions of this statement to have a material effect on its
consolidated results of operations or financial position.

In June 2002, the FASB issued Statement No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities,” which addresses financial accounting and reporting for the costs associated with exit or disposal
activities and nullifies Emerging Issues Task-Force Issue No. 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to-Exit an Activity (including Certain Costs Incurred in a Restructuring).”
Statement No. 146 is effective for exit or disposal activities initiated after December 31; 2002, with early
applications encouraged The Company does not expect the adoption of this statement to have a material effect
on its consolidated results of opera’uons or financial posmon

In December 2002, the FASB issued Statement No. 148, “Accounting for Stock-Based Compensation—
Transition and Disclosure, an amendment of FASB Statement No. 123.” Statement No. 148, amends FASB
Statement-No. 123, “Accounting for Stock-Based Compensation”, to provide alternative methods of transition for
a voluntary change to.the fair-value based method of accounting for stock-based employee compensation. In
addition, this Statement amends the disclosure requirements of Statement.123 to require prominent disclosures in
both annual -and interim financial statements about the method of  accounting for stock-based employee
compensation and the effect of the method iised on reported. results. Statement No. 148 is effective for fiscal
years ending after December 15, 2002, with early applications encouraged. The Company does not expect the
adoption of this statement to have a material effect on its.consolidated results of operations or financial position.
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Quantitative and Qualitative Disclosures About Market Risk
Forelgn Exchange Risk

For the year ended November 30 2002 and 2001, the Company recorded net foreign currency losses of
$1.5 million and $1.0 million, respectively, in costs of goods sold. For the year ended November 30, 2002 and
2001, the Company recorded in other income (expense), net foreign currency gains of -$0.5 million and
$1.3 million, respectively. As part.of the Company’s continuing evaluation of the European and Latin American
Regions, the Company has recognized a foreign currency gain of $0.5 million in 2002 related to mtercompany
advances which were previously not considered to be payable in the foreseeable future.” ‘

The Company manages foreign currency risk by attempting to increase prices of products sold at or above
the anticipated exchange rate of the local currency relative to the U.S. dollar, by indexing certain of its accounts
receivable to exchange rates in effect at the time of their payment and by entering into foreign currency hedging
instruments in certain instances. The Company consolidates the bulk of its-foreign exchange exposure related to
ifitercompany transactions in its international finance subsidiary. These transactional exposures ‘are managed
using various derivative alternatives, as considered necessary, depending on the length and size of the exposure.
The Company continues to evaluate forelgn currency exposures and related protectron measures

At November 30, 2002 the Company had no forward contracts and does not hold any other denvatrve
1nstruments

The Company has foreign exchange exposure on the restricted cash deposited by the Hong Kong entity on
behalf of the PRC entity as the funds have been effectively converted into RMB. The Company also has foreign
exchange exposure on the RMB lines of credit in China as they are collaterahzed by U.S. dollars. For the year
ended November 30, 2002, $882.0 million, or 40.2%, of the Company’s revenues were from the Company s
operatlons in China. With the exception of 1ntercompany activity, all revenues and expenses of the Chma
operations are in RMB. The Company does not hold derivative instruments related to the RMB. '

The Argentme economy has been in a state of turrn011 since the Argentme government removed the fixed
exchange rate maintained between the Argentine peso and the U.S. dollar. As a result-of the Company’s deci sion
to exit its operations in Argentina, the Company recorded an impairment of $0.9 million for currency translatron
adjustments in the second quarter of 2002. The Company divested its operations in Argentlna in the.third quarter
of 2002.

Denvatlve Fmancnal Instruments

“The Company periodically uses various denvatlve ﬁnancral instruments as part of an overall- strategy to
manage its exposure to market risk associated with interest rate and foreign 'currency exchange rate fluctuations.
The Company periodically uses foreign currency forward contracts to manage the foreign currency exchange rate
risks associated with international operations. The Company evaluates the use of interest rate swaps and cap
agreements to manage its interest risk on debt instruments, including the reset of interest rates on variable rate
debt. The Company does not hold or issue derivative financial instruments for trading purposes. The Company’s
risk of loss in the event of non-performance by any counterparty under derivative “financial instrument
agreements is not significant. Although the derivative financidl instruments expose CellStar to market risk,
fluctuations in the value-of the derivatives are mitigated by expected offsetting ‘fluctuations in the matched
instruments. The Company periodically uses foreign currency forward -contracts to reduce exposure to exchange
rate risks primarily associated with transactions in the regular course of its international .operations. The forward
contracts establish the exchange rates at which the Company purchases or sells the contracted amount of local
currencies for specified foreign currencies at a future date. Forward contracts used by the Company are typically
short-term in nature (45 days to one year), and the Company: receives. or pays the dlfference between the
contracted forward rate and the exchange rate at the settlement date. -
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At November 30, 2002, the Company had no forward contracts and does not hold any other derivative
instruments.

Interest Rate Risk : IR -

‘The Company manages its borrowmgs under the revolvmg credit fac1hty each business day to minimize
interest expense The 1nterest rate of the Company s New Fac111ty is an index rate at the timé of borrowmg plus
an apphcable margm on certain borrowmgs The interest rate i$ based on either the agent bank’s prime lending
rate’ or the London Interbank Offered Rate. During the year ended November 30 2002, the interest rates of
: borrowmgs under the U.S. revolvmg credit facﬂlty ranged from 5.25% to 6.0%: A one percent change in variable
interest rates will not have a material ‘impact on the Company The Company has short-term borrowings in China
beanng intérest from 0.00% and 5.85% (see “Management’s Discussion and Analysis of Financial Condition and
Results of Operations—Liquidity and Capital Resources”). The note payable in Taiwan bears interest at 2.70%.
The credit facility in Sweden bears interest at 5.60%. The credit facility in Netherlands bears interest at 5.00%.
The Semor Notes 1ssued m February 2002 bear mterest at 12 0% and mature January 15, 2007

"
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Legal Proceedings

On April 30, 2003, a purported class action lawsuit was filed in the Court of Chancery of the State of Delaware,
New Castle County, styled as follows: Ruth Everson v. CeliStar Corporation, James L. Johnson, John L. Jackson,
Jere W. Thompson, Dale V. Kesler and Terry S. Parker (the “Everson Suit™). The Everson Suit alleges breach of
fiduciary duty and corporate waste in connection with a proposed divestiture of up to 70% of the equity
ownership of the Company’s operations in the People s Republic of China, Hong Kong, and Taiwan. The
Everson Suit seeks injunctive and other equitable relief, rescissory and/or compensatory damages and
relmbursement of attorney’s fees and costs. The Company has obtained a temporary stay of the proceedings until
March 31, 2004, or earlier if the plaintiffs determine that the transaction is likely to proceed prior to March 31,

2004. Defendants have "20 days following the expiration of the stay to respond to plaintiff’s complaint. The
Company believes it has meritorious défenses to these claims and will vigorously ¢ defend this action if and when
the stay expires. The ultimate outcome is not currently predictable.

The Company is a party to various other claims, legal actions and complamts arising in the ordmary course of
business. Management believes that the disposition of these other matters will not have a materially adverse
effect on the consclidated financial condition or results of operations of the Company.
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholders ' : -
CellStar Corporation:

We have audited the consolidated financial statements of CellStar Corporation and subsidiaries as listed in
the accompanying index. In connection with our audits' of the consolidated financial statements, we also have
audited the financial statement schedule as listed in the accompanying index. These consolidated financial
statements and financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these consolidated financial statements and financial statement schedule
based on our audits. ' - '

We conducted our audits in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of CellStar Corporation and subsidiaries as of November 30, 2002 and 2001, and the results
of their operations and their cash flows for each of the years in the three-year period ended November 30, 2002,
in conformity with accounting principles generally accepted in the United States of America. Also, in our
opinion, the related financial statement schedule, when considered in relation to the basic consolidated financial
statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

KPMG LLP

Dallas, Texas

January 10, 2003
except as to note 23 which
is as of January 31, 2003
and the fourth paragraph
of note 6 which is as of
February 28, 2003
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CELLSTAR CORPORATION AND SUBSIDIARIES

. CONSOLIDATED BALANCE SHEETS
_*  November 30, 2002 and 2001
(In thousands, except share data)

ASSETS

ent assets: - . _
Cashand cashequivalents . .................... ... ... ..., e
Restricted cash . . . . . P

‘ ~ Accounts receivable (less allowance for doubtful accounts of $57,630 and

857,359, respectively) ... e
InVentorIies . .. .. i e
Deferred INCOME taX 858818 & . . v\ttt ettt e ettt e e

Prepaidexpenses ............. i

Total CULTENt ASSELS .+ v v o v e v e et e e e e et e e

Property and eqQUIPIIENt, MEL .. .. .ottt ettt e e
Goodwill (less accumulated amortization of $8,953 and $7,423 respectively) ...........
Deferred inCOME taX @SSELS . . oot v v v et e e ee e e R
Other assets ........... S

I._.IABILI;I‘_IES AND STOCKHOLDERS’ EQUITY

Current liabilities:

Notes payable ... .. .. e

- 5% Convertible subordinated notes . .......0...............

Account payable . ... . e
ACCIUEd BXPENSES . ...ttt e e
Income taxes payable . . . . .. e
Deferred income tax liabilities ............ ... i i .

Total current liabilities ... ... ..t

"12% Senior subordinated notes .. ........ P e
Other long-term liabilities .......... ... .. ... i i i S

Total Habilities .. ..ot vn ettt e e e e

Stockholders’ equity:

Preferred stock, $.01 par value, 5,000,000 shares authorized; none issued ..........
Common stock, $.01 par value, 200,000,000 shares authorized; 20,354,365 and
12,028,425 shares issued and outstanding, respectively ............ ... ... . ...
Additional paid-in capital .......... P
Accumulated other comprehensive loss—foreign currency translation adjustments . . .
Retained eamnings ......... e

Total stockholders’ equity . ... ...coiuin i e e

See accompanying notes to consolidated financial statements.
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2002 2001
$ 29270 47.474
23778 41,820
175,102 216,002
163,226 218,927
32786 35915
21942 18,614
446,104 578.752
18701 19,340
20930 22,060
20231 18,102
9.616  7.816
$515,591 646,070
$ 53347 52,644
— 150,000
166,141 228,958
31934 21,804
7840 4767
44988  3.687
304,250 461,860
12374 —
4636 — —
321260 461,860
204 120
123392 82,443
(14,435) (13,447)
85,170 115,094
194331 184,210
$515,591 646,070




CELLSTAR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
Years ended November 30, 2002, 2001, and 2000
(In thousands, except per share data)

2002 2001 2000
RevenUEs . ... . i e $2,196,614 2,433,803 2,475,682
CostOf SAlES ... i e 2,065,806 2,297.977 2,364,197
Grossprofit ... ..ot AU, 130,808 = 135,826 111,485
Selling, general and administrative expenses ........................ 112,652 113,785 169,232
Impairment of assets ....... [P, e e 3,655 — 12,339
Severance and exitcharges ............ .. ... . e, e 2,566 — —
Separation agre€ment .. ..........veeuttitinii e — 5,680 -—
Restructuring charge (credit) . .. ........ oo — 750 (157
Operating income (10S8) . ......oiriinini i, 11,935 15,611 (69,929)
Other income (expense):
Interestexpense .............vvuviienannn. B (7,564) (15,383) (19,113)
Equity in loss of affiliated companies,net ...................... — (858) (1,805)
Gainonsaleof assets ............... it — 933 6,200
Impairment of investment .. ............ ... ... .. i, (125)  (2,215) —
Other, MEt . oot e e e 1,947 5,288 932
Total other income (expense) ......... e (5,742) (12,235)  (13,786)
Income (loss) before income taxes and extraordinary gain (loss) . ... 6,193 3,376 (83,715
Provision (benefit) for incometaxes . .......... ...t 47,131 2,200 (20,756)
Income (loss) before extraordinary gain (loss) ........ DR (40,938) " L,176 (62,959)
Extraordinary gain (loss) on early extinguishment of debt, net of tax .. ... 11,014 (626) —
Netincome (I0SS) . .. ovtvr et e . $ (29,924) 550  (62,959)
Net income (loss) per share:
Basic: .
Income (loss) before extraordinary gain (loss) ................... $ (3.34) 0.10 (5.24)
Extraordinary gain (loss) on early extinguishment of debt, ‘
netof taX ... e 0.90 (0.05) —
Net income (J0S5) oo vttt e e $ (2.44) 0.05 (5.24)
Diluted: .
Income (loss) before extraordinary gain (loss) . .................. $ (3.34) 0.10 (5.24)
Extraordinary gain (loss) on early extinguishment of debt, -
N Of LAX . i e e e 0.90 (0.05) —
Netincome (I0SS) oo oottt ittt et ettt $ (2.44) 0.05 (5.24)

See accompanying notes to consolidated financial statements.
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CELLSTAR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE
' ' - INCOME (L.OSS)
Years ended November 30, 2002, 2001, and 2000

(In thousands)
‘ A lated oth
________Common Stock Additional cccol:xl:;:':hens?veer ‘Retained
Shares Amount paid-in capital ' loss earnings Total
Balance at November 30, 1999 ... .. .. 12,011 $120 81,410 (8,509) . 177,503 - 250,524
Comprehensive loss: . . .
Netloss ....... e — — — — (62,959) (62,959)
Foreign currency translation Ce :
adjustment . . . .. I — — — (2,352) — . (2,352)
Total comprehensive loss ... (65,311)
Common stock issued under stock )
optionplans .................... 17 — 370 — — 370
Balance at No&ember 30,2000 ....... 12,028 120 81,780 (10,861) 114,544 185,583
‘Comprehensive income (loss): i
Netincome .................. — — — — 550 550
Foreign currency translation _ ‘
adjustment . . .. .. e — —_ — (2,586) — (2,586)
Total comprehensive income
(loss) ....:..... e (2,036)
Stock option compensation
expense ........ e - — 663 — — 663
Balance at November 30,2001 ...:... 12,028 120 82,443 (13,447) 115,094 184,210
Comprehensive loss: ' '
Netloss ......ovvvvvnniin... — — — — (29,924) (29,924)
Foreign currency translation _ N o
adjustment . ................ — — — (988) — . (988)
_ Total comprehensive loss ... .. s (30,912)
- "Common stock issued with :
purchases of 5% convertible SR
~ subordinatednotes . ............ 497 5 1,879 — — 1,884
Conversion of 5% senior , _
" subordinated convertible notes ... 7,829 79 39,070 — — 39,149
20,354 5204 123,392 (14,435) 85,170

Balance at November 30,2002 .......

194,331

See accompanying notes to consolidated financial statements.
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CELLSTAR CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended November 30, 2002, 2001, and 2000
(In thousands)

2002 2001 2000

Cash flows from operatlng actmtles : .
Netincome (Ioss) .................. e e e e $ (29,924) 550  (62,959)
Adjustments to reconcile net income (loss) to net cash provided by (used in) S ‘
operating activities ............... e L
Provision for doubtful accounts .. .........oviiiiiiininnnennn 4,479 6,684 51,636

Provision for inventory obsolesence .............. ... ... . o 10,588 - 10,210 32,255
Depreciation, amortization, and impairment of assets . ............... 11,834 10,967. 23,571
" Gain on sale OF ASSELS . . v vttt et — (933)  (6,200)
Equity in loss of affiliated companies, net ......................... . — 858 1,805
. Deferred inCOmMe taXes ... ..ovvn ittt s 42,301 (9,553) (34,446)
-Stock option compensation-expense .............. e — 663 -

" Impairment of investment ........ P T 125 2,215 —
Extraordinary (gain) loss on extinguishment of debt . ................ (11,014) 626 —
Changes in certain operating assets and liabilities: "

Accountsreceivable . ... ... ... ... e 30,213 118,282 (101,243)
Inventories ....... e e e 43,771 35,278 (119,867)
Prepaid eXpenses . ..........iiii i - (3,947) 5,784 2,705
Other aSSetS . ..ottt e (3,517 (141) (648)
Accountspayable .. ... ... L (58,714) (130,169) 168,224
Accrued expenses . .......... e e 4235 . (207) 1,474
- Income taxes payable. ......... e W (3,244) 2,114 (5698)
Net cash provided by (used in) operatmg activities .......... 37,186 53,228 .(49,391)
‘Caish flows from investing activities: ) :
Purchases of property and equipment ...................vuneennn T (6,760)  (5,558) (5.461)
""" Acquisitions of businesses, net of cash acquired .................... : (276) (3200 (4,241

+ Proceeds from sale of assets . ............ i o= 2,237 377
Purchase of investment ........... P —_ S (4,144)
Investment in JOINE VENIUIE . . ... oottt L — (735) —

" Changeinrestrictedcash ........ ... ... i 18,042 802 (17,622)

Net cash provided by, _(used m) investing activities .......... 11,006 (3,574) (31,091)
Cash flows from ﬁ'inancmg activities: ‘ '
Borrowings onnotes payable . . ........ . ... i 720,281 311,318 404,637
Payments on notes payable ............. ... ... .. i, (719,578) (385,802) (318,000)
Additions todeferred loancosts . .......... ... ... ... . . .. 521) 4,719 —
Net proceeds from issuance of common stock . .................. ... — — 370
Payments on 5% convertible subordinatednotes . . .................. (66,578) — —
Net cash provided by (used in) financing activities .......... (66,396) (79,203) 87,007
Net increase (decrease) in cash and cash equivalents ...... e (18,204) (29,549) 6,525
Cash and cash equivalents at beginning of theyear . ..................... 47474 77,023 70,498
Cash and cash equivalents atend of year .. ......... ... ... ... ... ... .. $ 29270 47474 77,023

See accompanying notes to consolidated financial statements.
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CELLSTAR CORPORATION.AND SUBSIDIARIES
.. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) Summary of Significant Accounting Policies
(a) - Basis for Presentation -

CellStar Corporation, including its subsidiaries (the “Company”), is a leading global provider of distribution
and value-added logistics services to the wireless communications industry, with operations in the Asia-Pacific,
North America, Latin America, and European regions. The Company facilitates the effective and efficient
distribution of handsets, related accessories and other wireless products from leading manufacturers to network
operators, agents, resellers, dealers and retailers. In some of its markets, the Company provides activation
services that generate new subscribers for its wireless carrier customers.

All significant intercompany balances and transactions have been eliminated in consolidation.

Certain prior year financial amounts have been reclassified to. conform to the current year presentation.

(b) Use of Estimates

Management of the Company has made a number of estimates and assumptions related to the reporting of
assets and liabilities and the disclosure of contingent assets and liabilities in preparation of these consolidated
financial statements in conforrruty with generally accepted accounting principles. Actual results could differ from
those estimates.

(¢) Inventories

Inventories are stated at the lowér of cost (pmmanly on a moving average basis) or market and are
comprised of finished goods.

(d) Property and Equipment

Property and equipment are recorded at cost. Depreciation of equipment is provided over the estimated
useful lives of the respective assets, which range from three to thirty years, on a straight-line basis. Leasehold
improvements are amortized over the shorter of their useful life or the related lease term. Major renewals are
capitalized, while maintenance, repairs and minor renewals are expensed as incurred.

() Goodwill

Goodw111 represents the excess of the purchase price over the fair value of net assets acquired and is
amortized using the straight-line method over 20 years. The Company assesses the recoverability of this
intangible asset by determining the estimated future cash flows related to such acquired assets. In the event that
goodwill is found to be carried at an amount that is in excess of estimated future operating cash flows, then the
goodwill will be adjusted to a level commensurate with a discounted cash flow analysis using a discount rate
reflecting the Company’s average cost of funds.

(f) Impalrment of Long-Lived Assets

Long -lived assets and certain identifiable intangibles are reviewed for impairment Whenever events or
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of
assets to be held and used is measured by a comparison of the carrying amount of an asset to future net cash
flows expected to be generated by the asset. If such assets are considered to-be impaired, the impairment to be
recognized is measured by the amount by which the carrying amount of the assets exceeds the fair value of the
assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less costs to sell.
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CELLSTAR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(g) Equity Investments in Affiliated Companies

The Company accounts for its investments in common stock of affiliated companies .using the equity
method or the modified equity method, if required. The investments are included in other assets in the
accompanying consolidated balance sheets.

(h) Revenue Recognition

For the Company’s wholesale business, revenue is recognized when the customer takes title and assumes
risk of loss. If the customer takes title and assumes risk of loss upon shipment, revenue is recognized on the
shipment date. If the customer takes title and assumes risk of loss upon delivery, revenue is recognized on the
delivery date. In accordance with contractual agreements with wireless service providers, the Company receives
an activation commission for obtaining subscribers for wireless services in connection with the Company’s retail
operations. The agreements contain various provisions for additional commissions (“residual commissions™)
based on subscriber usage. The agreements also provide for the reduction or elimination of activation
commissions if subscribers deactivate service within stipulated periods. The Company recognizes revenue for
activation commissions on the wireless service providers’ activation of the subscriber’s service and residual
commiésions when earned and provides an allowance for estimated wireless service deactivations, which is
reflected as a reduction of accounts receivable and revenues in the accompanying consolidated financial
statements. The Company recognizes service fee revenue when the service is completed and, if applicable, upon
shipment of the related product, whichever is later.

The Company adopted the provision of SEC Staff Service Accounting Bulletin No. 101, “Revenue
Recognition in Financial Statements,” (SAB No. 101) in Fiscal Year 2001. The adoption of SAB No. 101 had no
material impact on the Company’s revenue recognition practices. ’

(i) Vendor Credits

The Company recognizes price protection credits and other incentives from vendors, such as volume
discounts, when such credits are received in writing from the vendor, or if the credits are based on sell-through to
customers, when the credits have been réceived in writing from the vendor and the related product is sold. Price
protection credits and other incentives are applied against inventory and cost of goods sold, depending on
whether the related inventory is on-hand or has been previously sold at the time the credits are received in
writing. Sell-through credits are recorded as a reduction in cost of goods sold in the period received.

The Company recognizes advertising allowances from vendors when such allowances are received in
writing from-the vendor and earned. Advertising allowances-are generally for the reimbursement of specific
incremental, identifiable costs incurred by the Company and are recorded as a reduction of the related cost.
Allowances in excess of the specific costs incurred, if any, are recorded as a reduction of costs of goods sold or
inventory, as applicable. o '

(J) Foreign Currency

Assets and liabilities of the Company’s foreign subsidiaries have been translated at the rate of exchange at
the end of each period. Revenues and expenses have been translated at the weighted average rate of exchange in
effect during the respective period. Gains and losses resuiting from translation are accumulated as other
comprehensive loss in stockholders’ equity, except for subsidiaries located in ‘countries whose economies are
considered -highly inflationary. In such cases, translation adjustments are included primarily in other income
(expense) in the accompanying consolidated statements of operations. Net foreign currency transaction gains
(losses) for the years ended November 30, 2002, 2001 and 2000 were ($1.0) million; $0.3 million and
$(10.0) million, respectively. The currency exchange rates of the Latin American and Asia-Pacific countries in
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CELLSTAR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

which the Company conducts operations have historically been volatile. The Company manages the risk of
foreign currency devaluation by attempting to increase prices of products sold at or above the anticipated rate of
local currency devaluation relative to the U.S. dollar, by indexing certain of its receivables to exchange rates in
effect at the time of their payment and by entering into non-deliverable foreign currency forward contracts in
certain instances.

(k) Derivative Financial Instruments

The Company periodically uses various derivative financial instruments as part of an overall strategy to
manage the Company’s exposure to market risk associated with interest rate and foreign currency exchange rate
fluctuations. The Company periodically uses foreign currency forward contracts to manage the foreign currency
exchange rate risks associated with international operations. The Company evaluates the use of interest rate
swaps and cap -agreements to manage its interest risk on debt instruments, including the reset of interest rates on
variable rate debt. The Company does not hold or issue derivative financial instruments for trading purposes.

The Company currently has no material derivative instruments that qualify as a hedge as defined by
Financial Accounting Standards Board Statement (Statement) No. 133, Accounting for Derivative Instruments,
and Statement No. 138, Accounting for Derivative Instruments and Certain Hedging Activities. Accordingly, all
‘changes in fair value of derivative instruments are recognized in the staterhents of operations.

()] Incdme Taxes

Income taxes are accounted for under the asset and liability method. Deferred income tax assets and
liabilities are recognized for the future tax consequences attributable.to differences between the financial
statement carrying .amounts of existing assets and liabilities and their respective tax bases and operating loss and
tax credit carryforwards. Deferred income tax assets and liabilities are measured using enacted tax rates expected
to apply to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred income tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date.
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CELLSTAR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(m) ' Net Income (Loss) Per Share

Basic net income (loss) per common share is based on the weighted average number of common shares
outstandmg for the relevant period. Diluted net income (loss)’ per common share is based on the weighted
average number of common sharés outstanding plus’ the dilutive effect of potentrally issuable common shares
pursuant to stock options, warrants, and convertible debentures.

A reconciliation of the numerators and denominators of the basic and diluted net income (loss) per share
computations for the years ended November 30 2002 2001, and 2000, follows (in thousands except per share
data) . : - . .

2002 “2001 2000
Basic: - oo o . o
Income (loss) before extraordinary. gain (I0Ss) . ........cooiieiiiiiiiin .., -$(40,938) 1,176 (62,959)
Extraordinary gain (loss) on early extingnishment of debt, netof tax ........ e 11,014 (626) —
Net InCOmME (J0SS) .« v v v vttt e e e $(29,924) 550 (62,959)
We1ghted average number of shares outstandmg e . L 12,268 12,028 12,026
Income (loss) per share before extraordinary gain (loss) ................ A $ (334 0.10 (5.24)
Extraordinary gain (loss) per share on early extinguishment of debt, net of tax ... 090 (0.05) —_
Net income (loss), pershare . ........ ..., $ (244) 0.05 (5.24)
Diluted: S g : . :
Income (loss) before extraordinary gain (1088) :................ P e $(40,938) 1,176 (62,959)
Extraordinary gain (loss) on early extmgurshment of debt, netof tax ..... S 11,014 (626). —_
Net income (10SS) . ... ......... e e S P L 29.924) 550 (62,959)
Interest on 5% Convertrble Subordmated Notes net of tax ...... o " ........ — L — —
Adjusted NEt iNCOME (I0SS) v e v eeeeeeee e e v $(29,924) 550 (62,959)
Weighted average number of shares outstanding ........................... 12,268 12,028 12,026
Effect of dilutive securities:
StOCK OPHIONS . .\ ottt et e e e e — 1 —
Convertible NOtES . . .\ttt e e —_ — —
Weighted average number of share outstanding including effect of dilutive
SECUIILIES . v v vttt ettt e e e e 12,268 12,029 12,026
. Income (loss) per share before extraordinary gain (loss) ..................... $ (334 0.10 (5.24)
Extraordinary gain (loss) per share on early extinguishment of debt, net of tax ... 0.90 (0.05) —
Netincome (J0SS) . ..ottt it e i e e $ @44) 0.05 (5.24)

Outstanding options to purchase 1.4 million, 1.3 million and 0.9 million shares of common stock at
November 30, 2002, 2001 and 2000, respectively, were not included in the computation of diluted earnings per
share because their inclusion would have been anti-dilutive.

Diluted weighted average shares outstanding at November 30, 2001 and 2000 do not include 1.1 million
common equivalent shares issuable for the 5% Convertible Subordinated Notes, as their effect would be anti-
dilutive. (See Note 12.)
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CELLSTAR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The 5% Senior Subordinated Convertible Notes issued in the exchange in February 2002 are anti-dilutive as
the Company incurred a loss in 2002.

(n) 'Comprehensive Income (Loss)

Comprehensive income (loss) consists of net income (loss) and foreign currency translation adjustments and
is presented in the consolidated statements of stockholders’ equity and comprehensive income (loss). The
Company does not tax effect its foreign currency translation adjustments.

(0) Consohdated Statements of Cash Flow Information

For purposes of the consohdated statements of cash flows, the Company considers all highly-liquid
investments with an original maturity of 90 days or less to be cash equivalents. The Company paid approximately
$8.4 million, $16.8 million and $17.9 million of interest for the years ended November 30, 2002, 2001 and 2000,
respectively. The Company paid approximately $7.5 million, $4.8 million and $14.5 million of income taxes for
the years ended November 30, 2002, 2001 and 2000, respectively.

(p) Stock Option Plans

The Company applies the intrinsic value-based method of accounting prescribed by Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“Opinion 25”), and related interpretations,
in accountirig. for grants to employees and non-employee directors under its fixed stock option plans.
Accordingly, compensation expense is recorded for grants of options only if the current market price of the
underlying stock exceeds the exercise price on the date of grant. : ‘

(2) Related Party Transactions
(a) Transactions with Motorola

Motorola purchased 0.4 million shares of the Company’s common stock in July 1995 and is a major supplier
of handsets and -accessories to the Company. Total purchases from Motorola approximated $662.0 million,
$834.1 million and-$1,074.3 million for the years ended November 30, 2002, 2001 and 2000, respectively.
Included in accounts payable at November 30, 2002 and 2001 was approximately $39.4 million and
$46.5 million, respectively, due to Motorola for purchases of inventory. .

(b) Sale of Aircrafi to Chlef Executive Officer

In December 1993, the Company and its then Chief Execuuve Ofﬁcer entered into an agreement pursuant to
which the Company purchased the Chief Executive Officer’s jet aircraft at book value. Pursuant to that
agreement, the Company sold the Company’s jet aircraft back to the Chief Executive Officer for the book value
of $2.2 million in January 2001.

(¢) Employment Agreement '

In July 2002, the Company entered into a new .employment agreement with A.S. Horng, the Chairman,
Chief Executive Officer and General Manager of CellStar Asia, in anticipation of the expiration of the existing
employment agreement in January 2003. As an incentive for Mr. Horng to enter into such agreement, 'the
Company agreed to pay a signing bonus of $1.5 million, and also-agreed to pay an additional bonus in the
amount of $1.5 million upon the successful completion of a public offering related to the Company’s Asia-
Pacific operations.

F-11



CELLSTAR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(3) Fair Value of Financial Instruments

The carrying amounts of accounts receivable, accounts payable and notes payable as of November 30, 2002
and 2001 approximate fair value due to the short maturity of these instruments. The fair value as set forth in the
table below (in thousands) is based on quoted market prices for the Company’s 5% Subordinated Notes and
management’s estimate for the fair value of the Company’s 12% Senior Subordinated Notes.

Carrying Fair Carrying Fair
Amount Value Amount Value

5% Subordinated ConvertibleNotes . ..................... $ — — 150,000 63,000
12% Senior Subordinated Notes .............. e $12,374 12,374 —_ —

The Company did not hold any derivative instruments at November 30, 2002 and 2001, respectively.

(4) Property and Equipment
Property and equipment consisted of the following at November 30, 2002 and 2001 (in thousands):

2002 2001
Land and buildings ......................... ceeeen T $ 11,003 11,034
Furniture, fixtures and equipment .................. P, 31,858 27,718,
Leasehold improvements .............. e 4,854 5,408
v ~ ' ‘ g ‘ 47,715 44,160
Less accumulated depreciation and amortization . .................. (29,014) (24,820)

$ 18,701 19,340

(5) Investments in Affiliated Companies

At November 30, 2001, investments in affiliated companies included a 49% interest in CeliStar Amtel
Sdn. Bhd. (“CellStar Amtel”), a Malaysian company. As a result of the deterioration in the Malaysia market, the
Company divested its 49% ownership in CellStar Amtel in 2002. The carrying value of the investment at
November 30, 2001 was zero. During the years ended November 30, 2001 and 2000, the Company incurred
losses of $0.7 and $1.8 million, respectively related to the operations of CellStar Amtel. ‘

In January 2000, the Company acquired for $4.1 million 3.5% of the issued and outstanding common stock
of Arcoa Communications Co. Ltd, (“Arcoa”) a telecommunications retail store chain in Taiwan. Arcoa’s
common stock was not traded on a foreign market of the breadth and scope comparable to a U.S. market, and the
Company accounted for the investment on the cost basis. The Company periodically received indications that
shares were being exchanged at amounts less than the Company’s purchase price. Based on the continuing
decline in the Taiwan stock exchange and the Taiwan economy, the Company considered that the decrease in
value of its investment was other than temporary. In the third quarter of 2001, the Company recorded an
impairment charge of $2.2 million to write-down the Company’s investment to the Company’s pro rata share of
the retailer’s net book value, which the Company believed was the best indicator of the fair value of the investee.
The Company continued to monitor the overall market conditions in Taiwan and again considered the investment
to be impaired in the fourth quarter of 2002 and recorded a charge of $0.1 million to write-down the Company’s
investment tothe Company’s pro rata share of the retailer’s net book value, which the Company believed was the
best indicator of the fair value of the investee. The Company’s remaining investment of $1.8 million at
November 30, 2002 is included in other assets in the consolidated balance sheet.
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CELLSTAR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(6) Debt
Debt consisted of the followmg at November 30, 2002 and 2001 (in thousands):

) ) 2002 2001
Notes payable . ) '
Revolving credit facility ............... oot .. $23,089 —
People’s Republic of China (“PRC”) credit facilities ............ 30,258 39,078
People’s Republic of China (“PRC”) notes payable ............. — 5,799
Taiwan notes payable ..................... PR e — 7,767
Total notes payable ....... e e e i 53,347 52,644
Current and Long Term Debt . : :
5% Convertible Subordinated Notes . ........................ — 150,000
12% Senior Subordinated Notes . ............cotivrninn... 12,374 —
Total debt. ... P $65,721 202,644

As of September 28, 2001, the Company had negotiated and finalized a new, five-year, $60.0 miltion Loan
and Security Agreement (“the New Facility”). with a bank and terminated the previously-existing facility. On
October 12, 2001 the Company finalized an amendment to the New Facility increasing the commitment amount
from $60.0 million to $85.0 million. The New Facility lowers the applicable interest rate margin by 25 basis
points from its level at August 31, 2001, provides a more extensive borrowing base, more flexible financial
covenants and greater flexibility in funding foreign operations.

Fundings under the New Facility are limited by a borrowing base test, which is measured weekly. Interest
on borrowings under the New Facility is at the London Interbank Offered Rate or at the bank’s prime lending
rate, plus an applicable margin. The New Facility is-also secured by a pledge of 100% of the outstanding stock of
all U.S. subsidiaries and 65% of the outstanding stock of all first tier foreign subsidiaries. The New Facility is
further secured by the Company’s domestic accounts receivable, inventory, property, plarit and equipment and all
other domestic real property and intangible assets. The New Facility contains, among other provisions, covenants
relating to the maintenance of minimum net worth and certain financial ratios; exchanging, refinancing or
extending of the Company’s convertible notes, additional debt, mergers and acquisitions and disposition of
assets. In addition, the Company is prohibited from making any cash or property dividends to its shareholders
under the New Facility. At November 30, 2002, the Company had borrowed $23.1 million under the New
Facility.

On February 6, 2003, the Company finalized an amendment to the New Facility that allowed for the
exclusion of certain charges from certain financial covenants in the loan agreement related to credit facilities that
it may establish in its Mexico operations. On February 28, 2003, the Company completed an amendment to the
New Facility that allowed for the exclusion of U.S. Federal income taxes on undistributed earnings associated
with the Company s Asia-Pacific, European, and Latin American Regions, excluding Mexico and Miami, from
certain financial covenants in the loan agreement.

At November 30, 2002, the Company’s operations in China had three lines of credit totaling approximately
250 RMB (approximately USD $30.3 million), bearing interest at rates ranging from 0.00% to 5.85%. The loans
have maturity dates through March 2003. The Company typically refinances these lines of credit for three to six
month terms, although there can be no assurance that these lines of credit will be refinanced in the future. The
lines of credit are either fully or partially collateralized.
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CELLSTAR CORPORATION AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The fully collateralized loans (approximately $25.2 million) are collateralized by either U.S. dollar cash
deposits in Hong Kong ($5.8 million of loans collateralized by a $7.0 million cash deposit) or PRC accounts
receivable ($19.4 million of loans). The partially collateralized loans total $5.1 million and are collateralized by
$1.0 million in cash in the PRC. Restricted cash of $12.2 million in Hong Kong was serving as collateral for an
additional $12.0 million line of credit that was not utilized as of November 30, 2002. An addmonal $3.0 million
of restricted cash in Hong Kong was unutilized at November 30 2002.

On October 24, 2002, the Company entered into a revolving credit facility in Sweden of 70 million Swedish
Krona (approximately $7.5 million). The facility is secured by the accounts receivable of the Sweden operations
and bears interest at a rate of 5.60%. The facility matures on December 31, 2003, but is automatically extended
for 12 months unless terminated by one of the parties. The credit facility contains certain financial and other
covenants for the Sweden operations. At November 30, 2002, the Company had no borrowings under this
facility.

The Company entered into a 6.0 million Euro (approximately $6.2 mitlion) credit facility on December 20,
2002 in The Netherlands. The facility is collateralized by accounts receivable, inventory and fixed assets from
the Company’s Netherland operations and bears interest at a variable rate, which consists of the bank’s Euro
Base rate, plus a margin. The interest rate of the facility is currently 5.00%. The facility may be terminated
without notice by either party. The credit facility contains certain financial and other covenants for The
Netherlands operations. '

- At November 30, 2001, the Company had $150.0 million of 5% Convertible Subordinated Notes due
October 15, 2002, which were convertible into 1.1 million shares of common stock at $138.34 per share (adjusted
for the effect of the one-for-five reverse stock split effective on February 22, 2002) at any time prior to maturity.
(See note 12).

- At November 30, 2002, long-term debt consisted of $12.4 million of the Company’s 12% Senior
Subordinated Notes (“the Senior Notes™”) due January 15, 2007. The Senior Notes bear interest at 12%, payable
in cash in arrears semi-annually on February 15 and August 15, commeneing August.15, 2002. The Senior Notes
contain certain covenants that restrict the Company’s ability to incur additional indebtedness; make investments,
loans. and advances; declare dividends or certain other distributions;.create liens; enter into sale-leaseback
transactions; consolidate; merge; sell assets and enter. into transactions with affiliates.

(7) Income Taxes
The Company’s income (loss) before extraordinary items and income taxes was comprised of the following
for the years ended November 30, 2002, 2001 and 2000 (in thousands):
‘ ' 2002 2000 2000

" United States .. ......................... SR IR $(5,665) 3,593 (85,138)
International ........... e e e e R - 11,858  (217) 1,423

Total .o i $ 6,193 3,376 (83,715)
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Provision (benefit) for income taxes for the years ended November 30, 2002, 2001 and 2000 consisted of the

following (in thousands):

Deferred Total

45,341 45,341
— 90
(3,040) 1,700

42,301 47,131

3,782 3,782
(3) 149
(13,332) (1,731)

(9,553) 2,200

Current
Year ended November 30, 2002
United States:
Federal .. ... o $ —
State .......... . e e e 90
International .............. e e e - 4,740
' $ 4,830
Year ended November 30, 2001:
United States: . _ '
Federal ............. P $ —
St . . e 152
International . .. ... ... . 11,601
o $11,753
Year ended November 30, 2000:
United States:
Federal ........... e e e $ —
SALE . .o e 1,138
International . .. ... . . e 12,552

(28,296) (28,296)
(1,778)  (640)
4,372) 8,180

(34,446) (20,756)

' $13,690

Provision (beﬁefit) for income taxes differed from the amounts computed by applying the U.S. Federal
income “tax rate of 35% to income before income taxes as a result of the following for the years ended

November 30, 2002, 2001 and 2000 (in thousands):

2001 . 2000

1,182 (29,300)
1,326~ (4,731)
97 (416)
204 631
2,097 1,919
(2,315) 11,763
— - 1,228

(391) (1,850)

: . . - 2002
Expected tax expense (benefit) ..o ...................... e $ 2,167
International and U.S. tax effects attributable to international operations ......... 32,575
State income taxes, net of Federal benefits ... ... AU P - 59
Equity in 16ss of affiliated companies, net .. ... N e —
Non-deductible goodwill and other .............. P e . 4,848
Change in valuation allowance .................... S e . 4,140
Foreign accumulated earningstax . ............... e e S —
Foreign dividend ............. e R L. 1,446
DiSpoSItions .. ......oviii e e ' 1,429
Other, net .. ... P P T, P C 467

Actual tax (benefit) eXpense . ........... e .. $47131

2,200 (20,756)
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-The tax effect of temporary differences underlying significant portions of deferred income tax assets and
liabilities at November 30, 2002 and 2001, is presented below (in thousands):

2002 2001
Deferred income tax assets:
United States:
Accounts receivable . .. ... e $ 13,947 13,987
Inventory adjustments for tax purposes ........... ...t 1,244 2,578
Net operating loss carryforwards ... ....... ... . ... oo i 24,631 22,117
Foreign tax credit carryforwards .......... ... ... ... .. .. ... ... 2,469 2,469
Capital 10S8€8 . ... oot 3,160 3,791
DebtiSSUANCE COSL & oot ittt ettt 285 —
Prepaid bondinterest .. ....... ... .. .. . i 2,151 —
Other, Net . ..ot i e e e e 3,934 4451
International:
Accountsreceivable ... ... ... e 5,103 3,246
Net operating loss carryforwards . .......... ... .. o i, 12,579 5,751
Other, Met ... e 1,978 2,937
71,481 61,327
Valuationallowance . .. ........... ... ... .. .. ... ... e (11,450) (7,310)

60,031 54,017

Deferred income tax liabilities
United States unremitted foreign earnings . .. .........ccvvevnnn v, 44,200 —
International inventory adjustments for tax purposes .................... 7,802 3,687

In assessing the realizability of deferred income tax assets, management considers whether it is more likely
than not that the deferred income tax assets will be realized. The ultimate realization of deferred income tax
assets is dependent on the generation of future taxable income during the periods in which those temporary
differences become deductible. The valuation allowance for deferred income tax assets as of December 1, 2000
and 2001 was $15.9 million and $7.3 million, respectively. The net change in the total valuation allowance for
the years ended November 30, 2002 and 2001 was an increase of $4.1 million and a decrease of $8.6 million,
respectively. Management considers the scheduled reversal of deferred income tax liabilities, projected future
taxable income, and tax planning strategies in making this assessment. Based on the level of historical taxable
income and projections for future taxable income over the periods in which the deferred income tax assets are
deductible, management believes it is more likely than not the Company should realize the benefits of these
deductible differences. The amount of the deferred income tax asset considered realizable, however, could be
reduced in the near term if estimates of future taxable income during the carry forward period are reduced. At
November 30, 2002, the Company had U.S. Federal net operating loss carryforwards of approximately
$70.4 million, which will begin to expire in 2018, o

Prior to the fourth quarter of 2002, the Company did not accrue for U.S. Federal income taxes or tax
benefits on the undistributed earnings and/or losses of its international subsidiaries because earnings have been
reinvested and, in the opinion of management, would continue to be reinvested indefinitely. Accordingly, there
was no liability recorded for such potential U.S. Federal income taxes. As a result of the progress in the fourth
quarter of 2002 in evaluating the strategic options with regard to its Asia-Pacific Region, it was determined that
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the Company is now required to account for the earnings in its Asia-Pacific Region as not being permanently
reinvested since the Company has manifested its intent to pursue possible transactions designed to allow the
Company to withdraw and return to the U.S. some or all of the value of those operations. Accordingly, in the
quarter ended November 30, 2002, the Company was required to accrue U.S. Federal income taxes on the
undistributed earnings of the Asia-Pacific Region of approximately $42.2 million.

No U.S. Federal income taxes on the undistributed earnings will be payable until such earnings are actually
remitted back to the U.S. in the form of dividends or, in the case of a completed transaction such as those
discussed above, sale proceeds. As of November 30, 2002, the Company has net operating loss carryforwards in
the U.S. of approximately $70.4 million, a significant portion of which the Company believes it will be able to
utilize to offset the taxes payable in the event that a transaction is completed. The Company therefore does not
expect that the impact of the payment of any taxes associated with any such transaction will significantly impact
the cash position of the Company at the time of such payment. Furthermore, the Company will have cash
proceeds from any such transaction to fund the actual payment of such taxes. As a result of the accrual in the
quarter ended November 30, 2002, of U.S. Federal income taxes on the undistributed earnings of the Asia-Pacific
Region, the Company will not recognize tax expense in future periods for financial statement purposes on any
such future transaction up to the amount of the tax recognized on the undistributed earnings.

Consistent with the change in historical accounting treatment for undistributed earnings discussed above, the
Company recorded U.S. Federal income taxes of approximately $2.0 million in the fourth quarter of 2002 for
previously undistributed earnings from Sweden, The Netherlands and Colombia. These previously undistributed
earnings are no longer considered permanently reinvested following the completion of the Company’s
evaluations of these markets. '

At November 30, 2002, the Company had not provided for U.S. Federal income taxes on earnings of
international subsidiaries of approximately $21.6 million as these earnings were considered permanently
reinvested. : ‘ '

As a result of the Exchange Offer, the Company was deemed to have undergone an ownership change for
purposes of the Internal Revenue code. The Company may have limitations beginning with the year ending
November 30, 2002 on the utilization of its U.S. tax’ carry-forwards in accordance with Section 382 of the
Internal Revenue Code.

Because many types of transactions are susceptible to varying interpretations under foreign and domestic
income tax laws and regulations, the amounts recorded in the accompanying consolidated financial statements
may be subject to change on final determination by the respective taxing authorities. Management believes it has
made an adequate tax provision.
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(8) Leases

The Company leases certain warehouse and office facilities, equipment and retail stores under operating
leases that range from two to six years. Facility and retail store leases generally contain renewal options. Rental
expense for operating leases was $3.2 million, $3.9 million and $5.0 million for the years ended November 30,
2002, 2001 and 2000, respectively. Future minimum lease payments under operating leases as of November 30,
2002 are as follows (in thousands):

Year ending
W Amount
2003 $3,721
2004 2,290
2005 - » 1,588
2006 - 801
2007 : 543

Thereafter - ' - 212

(9) Impairment of Assets

In the second quarter of 2002, the Company decided as part of its plan to reposition its operations to exit the
U.K., Peru and Argentina as soon as practicable (see Note 13). As a result of this decision, an impairment charge
of $3.7 million was incurred for the three months ended May 31, 2002, which included-$2.2 million for
accumulated foreign currency translation adjustments as a result of the Company’s liquidation of its investment
in each of these operations and $1.5 million for property and equipment. The property and equipment was
reduced to estimated market value.

In the third quarter of 2000, the Company decided to exit its Venezuela operations (see Note 16). The
Company recorded a $4.9 million impairment charge to reduce the carrying value of certain Venezuela assets,
primarily goodwill, to their estimated fair value. In December 2000, the Company completed the sale of its
Venezuela operations and realized a gain of $1.1 million.

In the fourth quarter of 2000, the Company recorded a non-cash goodwill impairment charge of $6.4 million
due to a major carrier customer’s proposed changes to an existing contract that adversely changed the long-term
prospects of the Peru operations.

In the second quarter of 2000, the Company recorded an impairment charge of $1.0- million to reduce the
carrying value of other assets.

(10) Separation Agreement

The Company announced on July 6, 2001, that Alan H. Goldfield retired effective immediately from the
position of Chairman and Chief Executive Officer and that James L. “Rocky” Johnson, who has served on the
Board of Directors since March 1994 became Chairman of the Board, and Terry S. Parker, a member of the
Board of Directors and a former President and Chief Operating Officer of the Company, rejoined the Company
as Chief Executive Officer. The Company recorded expense of $5.7 million in 2001 related to the separation
agreement between the Company and Mr. Goldfield. Included in the $5.7 million charge is a cash payment of
$4.3 million and stock option compensation expense of $0.6 million.

In July, 2001, the Company entered into a Consulting Agreement with Alan H. Goldfield, under which the
Company engaged Mr. Goldfield to perform such services for the Company as are mutually agreeable to
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Mr. Goldfield and the Chief Executive Officer of the Company. Under the Consulting Agreement, Mr. Goldfield
has the honorary title of “Chairman Emeritus” of the Company but is not a director, officer or employee of the
Company and has no authority to act on behalf of the Company. The Company agreed to pay Mr. Goldfield 5%
of net earnings from specified new lines of business conducted by the Company in PRC, Hong Kong, Korea,
Japan, Taiwan, Singapore, Malaysia and the Philippines (the “Earnout”) through November 30, 2006 if not
earlier terminated, but not to exceed $15,000,000. New business lines covered by the Earnout include the sale of
prepa1d calhng cards, the sale of specified paging and long distance services, the sale of “Tai Chi box” services
and products and the sale of personal digital assistants and digital cameras. For fiscal year 2002, the Company
pald Mr. Goldfield $241,077 in connection with services provided pursuant to his Separation Agreement and
Release effective July 5, 2001. No payments have been made pursuant to the Consulting Agreement. The
Consulting Agreement terminates on the earlier of November 30, 2006, a termination of Mr. Goldfield for cause
by the Company, the death of Mr. Goldfield, written notice of termination'by either party as a result of the
dlsab1l1ty of Mr. Goldfield or voluntary termmauon by Mr. Goldfield upon not less than 30 days prior written
notice. Under the Consultlng Agreement, a termination will generally be considered for “cause” if it is due to
Mr. Goldfield’s (i) willful gross misconduct, (ii) conviction of a felony, (iii) breach of his covenants of
confidentiality and non-competition sét forth in the Consulting Agreement or (iv) violation of the Foreign
Corrupt Practices Act. In the event of termination due to the death or disability of Mr. Goldﬁeld the Company
must still pay the Earnout thiough November 30 2006.

The Consulting Agreement also includes non-competition and confidentiality provisions. The non-
competition provision is effectwe until the later of July 5, 2003 or the date the Consulting Agreement is
terminated.

(11) Gain on Sale of Assets

The Company recorded a gain on sale of assets of $0.9 million in 2001 primarily associated with the sale of
its Venezuela operations in December 2000. (See Note 16.) The Company recorded a.gain of $6.2 million for the
year ended November 30, 2000, associated with the sale of the following (in thousands):

Brazil joint venture (see Note 15) ... ... .. i $6,048
Poland operations ........ P e e 152
$6,200

In the fourth quarter of 1999, based on the market conditions in Poland, the Company decided to sell its
operations in Poland. The Company recorded an impairment charge of $5.5 million, including a $4.5 million
write down of goodwill to reduce the carrying value of the assets of the operations in Poland to their estimated
fair value in 1999. The sale’ was completed in 2000 resulting in a gain of $0.2 million. Revenues for the
operatlons in Poland were $2.2 rmlhon for the year ended November 30, 2000.

(12) Extraordlnary Gain (Loss) on Early Extinguishment of Debt ~

At November 30; 2001, the Company had $150.0 million of 5% Convertible Subordinated Noted due
October 15, 2002, which were convertible into 1.1 million shares of common stock at $138.34 per share (adjusted
for the effect of the one-for-five reverse stock split effective on February 22, 2002) at any time prior to maturity.

On January 14, 2002, the Company filed an S-4 registration statement (the “Exchange Offer”) with the
Securities and Exchange Commission offering to exchange, for each $1,000 principal amount of its existing

5% Convertible Subordinated Notes due October 2002, (the “Subordinated Notes™) $366.67 in cash and, at the
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election of the holder, one of the following options: a) $400.94 principal amount of 12% Senior Subordinated
Notes due January 2007 (the “Senior Notes™), b) $320.75 principal amount of Senior Notes and $80.19 principal
amount of 5% Senior Subordinated Convertible Notes due November 2002 (the “Semor Convertible Notes™), or
c) $400. 94 principal amount of Senior Convertlble Notes.

On February 20, 2002, the Conipany conipleted its Exchange Offer for its $150.0 million of Subordinated
Notes. Holders' owning $128.6 million of Subordinated Notes exchanged them for $47.2 million in cash,
$12.4 million of Senior Notes, and $39.1 million of Senior Convertible Notes. Upon completion of the Exchange
Offer $21.4 million of the Subordinated Notes were not exchanged.

The Company realized a pre-tax extraordinary gain on early extinguishment of debt of $17.1 million during
the first quarter of fiscal 2002 ($10.9 million after-tax) as a result of the exchange. The exchange was accounted
for as a troubled debt restructuring in accordance with Financial Accounting Standards Board Statement No. 15.
Accordingly, the total future inferest payments of $8.8 million on the Senior Notes and Senior Convertible Notes
were accrued upon completion of the exchange and were included in accrued expenses ($3.4 million) and other
1ong term liabilities ($5.4 million). As of November 30, 2002, the Company had made cash payments of
$1.7 million for interest associated with the Senior Notes and Senior Convertible Notes and the Company has
future interest payments accrued of $2.5 million in accrued expenses and $4.6 million in other long-term
liabilities. The Company will not recognize these payments as interest expense in future periods.

As a result of the Exchange Offei‘, the Company was deemed to have undérgoﬁe an ownership change for
purposes of the Internal Revenue Code. The Company has sufficient tax carryforwards to offset the tax liability
on the extraordinary gain.

The Company extinguished $4.5 million of the Subordinated Notes not tendered in the Exchange Offer in
several transactions through July 29, 2002 using various combinations of cash and the Company’s common
stock. On October 15, 2002, the Company redeemed at maturity for cash, the remaining $16.9 million of its
Subordinated Notes.

The follbwing summarizes the gain on early extinguishment of debt (in thousands):

Exchange Other
Offer Transactions Total

Face amount of Subordinated Notes .. ..... . R P $128,616 4,446 133,062
Deferred loan costs related to Subordinated Notes .............. (507) &) (515)

Book value of Subordinated.Notes ............. S 128,109 4,438 132,547
Consideration and expenses : S .

Cash .. 47,205 2,435 49,640

Senior Convertible Notesissued ........................ 39,148 — 39,148

Senior Notesissued .. ...t 12,374 — 12,374

Common stock issued ........... S S.— - 1,884 . 1,884

Future interest payments on notes issued ................. 8,793 — 8,793 -

Expensesincurred. . ...... ... .. il i 3,500 — 3,500

Gainonexchange ............ ... ... .. . i 17,089 119 17,208
Taxes ...... S : 6,152 42 6,194

Gain, netof tax ......... e P $ 10,937 77 11,014
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In 2001, as a result of the early termination of its previously existing credit facility, the Company had an
after tax extraordinary loss of $O 6 million, pnmanly related to the write off of deferred loan costs related to the
facility. -

On December 1, 2002, the Company adopted FASB Statement No. 145, “Rescission of FASB Statements
No. 4, 44, and 64, Amendment of FASB Statement No. 13 and Technical Corrections” which requires that all
gains and losses on extinguishment of debt be classified as extraordinary items only if they meet the criteria in
APB No. 30. Accordingly, the Company will reclassify in 2003 the gain (loss) on early extinguishment of debt
from an extraordinary gain (loss) to a separate line item before income taxes.

13) Reposmomng of Operations

In the second quarter of 2002, the Company decided, as part of its plan to reposmon its operations, that it
would exit the United Kingdom.(the “U.K.”), Peru and Argentina as soon as practicable, as well as address the
balance of its European and Latin American markets, excluding Mexico and Miami. As a result of the decision to
exit the U.K., Peru and Argentina, the Company recorded a net charge of $10.0 million for the three months
ended May 31, 2002. During the third quarter of 2002, the Company completed the divestitures of its Peru and
Argentina operations to local management at approximately book value. As part of the divestitures the Company
obtained promissory notes totaling $0.9 million and $0.2 million, respectively, from local management in Peru
and Argentina. These promissory notes are fully reserved and will remain reserved pending receipt of payments
by the Company. As of August 31, 2002, the Company’s operations in the U.K. were closed, except for certain
administrative matters. The third and fourth quarters of 2002 include reversal of allowances of $0.8 million and
$2.5 million, respectively, related to the closure of the U.K. operation as the amounts collected on accounts
receivable and the market value of the inventory exceeded original estimates. Also, due to the progress made
with the tax authorities, the valuation allowance was reversed on an income tax receivable.

The following table summarizes the income statement classification of the charge (in thousands):

Three months
ended Reversal of

May 31,2002 allowances Net charge
COSt OF SALES © .o vttt et e e $ 2,256 (1,131 1,125
Selling, general and administrative ........................ 1,691 (588) 1,103
Tmpairment of ASSELS > ..\ v ettt 3,655 — 3,655
Severance and exit charges ........... ... ... ... e, 2,566 —_— 2,566
Total charge .......... S e DR P 10,168 (1,719) 8,449
Taxbénefit ...................... N e _(184)  (1,541) (1,725)
Netcharge ..........c.coovviieeeinn... . $ 9,984 (3,260) 6,724

-Of the $2.6 million in severance and exit charges, all of which consisted of expected cash outlays,
$1.8-million has been paid or settled as part of the divestiture of the Company’s Peru and Argentina operations
and the shutdown. of the U.K. operations. The remaining $0.8 million relates to lease payments assomated w1th
the U.K. operations and has not yet been paid as of November 30, 2002.

The severance and exit charge consists of the following (in thousands_):

Severance—=80 emMplOYees ... ...ttt e $1,626
Lease accruals . ... .o e 780
1031 P 160

$2,566
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The Company recorded an impairment charge of $3.7 million for the three months ended May 31, 2002,
which included $2.2 million for accumulated foreign -currency translation adjustments as a result of the

Company’s liquidation of its investments in each of these operations and $1.5 million for property and
eq_uipment. The property, and equipment were reduced to estimated _market value of $0.1 million.

Following is a summary of the combined results of operat1ons 1nclud1ng the exit charge in the U K., Peru,
and Argentina (in thousands):

Fiscal year ended November 30,

2002 2001 2000
REVEIUES . .+ e vttt et et e e ettt et $ 63942 139,916 $203,382
Cost of sales ..... S e “..e.. 61,585 134863 196,426
GrOSS PrOfit .. ....o'uee et 2357 5053 6956
' Selling, general and administrative expemes ..... e o . 6,893 © 10,368 8,502 -
Impairment of @SSetS . ... ... ov ittt e ‘ 3,655 — 6,435
Severance and exit Charges . ... ..o P 2566  — —
" Operating loss . . ... e, $(10,757) . (5,315)  (7.981)

The Company has completed the evaluation of the balance of its Latin American markets, excluding Mexico
and Miami. The Company has decided to continue its operation in Chile as this operation is expected to continue
to be profitable and to generate cash. To reduce its in-country exposure in Colombia, the Company is negotiating
with its major carrier customer in Colombia to shift the Company’s business with the carrier to the Company’s
Miami export operations. In January 2003, the Company signed a letter of intent with Tocal management for the
sale of its Netherlands operations. There can be no assurance that the sale will be completed due to a number of
contingencies contained in the letter of intent. The Company will explore opportunities to sell its operations in
Sweden.

(14) United ngdom International Trading Operations

In Apnl 2000, the Company curtailed a significant portion of 1ts U K. mternatmnal trading. operatlons
following third party theft and fraud losses. As a result of the curtailment, the Company experienced a reduction
in revenues for the U.K. operations after the first quarter of 2000 compared to 1999. The trading business
involves the purchase of products from suppliers other than ‘manufacturers and the sale of those products to
customers other than network operators or their dealers and other representatives.

For the quarter ended May 31, 2000, the Company recorded a $4.4 million charge consisting of $3.2 million
from third party theft and fraud losses during the purchase, transfer of title and transport of six shipments of
wireless handsets and $1.2 million in inventory obsolescence expense for inventory price reductions incurred
while the international trading business was curtailed pending investigation.- The Company recovered
$0.9 million in cash associated with the third party theft and fraud losses. This recovery is recorded in cost of
sales in the fourth quarter of 2002. The Company is pursuing legal action where appropriate to recover additional
amounts. However, the ultimate recovery in relation to these losses, if‘any, cannot be determined at this time.
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(15) Brazil

From 1998 to 2000, the Company s Brazil operations were primarily conducted through a majority-owned
joint venture. Following a review of its operations in Brazil, the Company concluded that its joint venture
structure together with foreign exchange risk, the high cost of caprtal in that country, accumulated losses, and
the prospect of ongoing losses, were not optimal for success in that market As a result, in the second quarter of
2000 the Company elected to ex1t the Brazil market.

On August 25, 2000, the Company completed the divestiture of its 51% ownership in the jornt venture to its
joint venture partner, Fontana Business Corp. Following is a summary of the operations related to Brazil
(amounts in thousands):

Year ended
November 30,
. 200
REVENUES .ottt e e e $40,602
Costof SAleS .. oo vt L e 41,567
Gross profit (10SS) . . ... .ot (965)
Selling, general and administrative expenses . .............. oo nn., , 10,038
Operating oSS . . . ..ot t 11,003
Other income (expense):
Gainonsaleofassets ........ ... e 6,048
TINterest EXPENSe ... ... [ e PERRR _ (3,475)
Total other income (expense) ....................... e 2,573
Loss before INCOME TAXES .. ..ot $ 8,430

The Company recognized a pre-tax gain on sale of $6.0 million in conjunction with the disposition of its
51% interest in the joint venture in the third quarter of 2000. The Company had a negative carrying value in its
51% interest in the Jomt venture as a result of losses previously recognized. In the disposition, the Company
obtained j promrssory notes totaling $8.5 million related to the Company s funding of certain U.S. letters of credit
supporting Brazilian debt _obligations, These promlssory notes are fully reserved and will remain reserved
pending recerpt of payments by the Company

' Durmg the quarter ended May 31, 2000, the Company also fully reserved certain U. S.-based accounts

receivable from Brazilian importers, the collect1b111ty of which deteriorated significantly in ‘the second quarter of
2000 and which were further affected by the decision, in the second quarter of 2000, to exit Brazil.
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(16) Venezuela

During the quarter ended August 31, 2000, the Company decided, based upon the current and expected
future economic and political climate in Venezuela, to divest its operations in Venezuela. For the quarter ended
August 31, 2000, the Company recorded an impairment charge of $4.9 million to reducé the carrying vaiue of
certain Venezuela assets, primarily goodwill, to their estimated fair value. The Company subsequently sold its
operations in Venezuela in December 2000 for a gain of $1.1 million. Following is a summary of the Venezuela
operations (amounts in thousands): v _ 4 ‘

Year ended !
November 30,

' 2000 !
REVEIUES . .« e e e e e e e e e e e e e e $36639
Cost Of 8alES ..ot 35,342

Gross Profit . . . ..o e 1,297
Selling, general and administrative €Xpenses . ... .........c.overvrneen.en. 8,630
Impairment of assets ................ e e e e P 4,930

Operating1osS . .. .. ... vvvinnneennn. . S P 12,263
Other income (expense):

INtErest EXPENSE . ..ottt ettt e ®

Other, Net . ..o e © (1,039

Total other income (EXPEnSe) .. ..o ovvv v e i enenen (1,047
Loss before income taxes ................ [ $13,310

(17) Redistributer Businessv

The Company phased out a major portlon of its redistributor business in the Miami and North Amencan
operations in 2000 due to the volatility of the redistributor business, the relatively lower margins and higher
credit risks. Redistributors are distributors that do not have existing direct relationships with manufacturers and
who do not have long-term carrier or dealer/agent relationships. These distributors purchase product on a spot
basis to fulfill intermittent customer demand and do not have long-term predictable product demand. Revenues
for the redistributor business for M1am4 and the North American Region for the year ended November 30, 2000
were $57.4 million. ‘

(18) Inventory Obsolescence Expense and Bad Debt Expense

Inventory obsolescence expense of $10.6 million, $10.2 million and $32.3 million for the years ended
November 30, 2002, 2001 and 2000, respectively, is included in cost of goods sold in the accompanymg
consolidated statements of operations. ‘

Bad debt ekpense of $4.5 million, $6.7 million and $51.5 million for the years ended November 30, 2002,
2001 and 2000 respectively, is included in selling, general and administrative expenses in the accompanying
consolidated statements of operations. ‘
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(19) Segment and Related Information

The Company operates predominantly within one industry, - wholesale and retail sales of wireless
telecommunications products. The Company’s management evaluates operations primarily on income before
interest and income taxes in the following reportable geographic regions: Asia-Pacific, North America, which
consists of the United States, Latin America, which includes Mexico and the Company’s Miami, Florida
operations (“Miami”) and Europe. Revenues and operations of Miami are included in Latin America since
Miami’s product sales are primarily for export to Latin American countries, either by the Company or through its
exporter customers. The Corporate segment includes headquarters operations, income and expenses not allocated
to reportable segments, and interest expense on the Company’s Facility and Notes. Corporate segment assets
primarily consist of cash, cash equivalents and deferred income tax assets. The accounting policies of the
reportable segments are the same as those described in note (1).-Intersegment sales and transfers are not
significant. Segment information for the years ended November 30, 2002, 2001 and 2000 follows (in thousands):

Asia- North Latin

. Pacific America America, Europe Corporate - Total
November 30, 2002: ‘
Revenues from external customers ........ ... $1,115499 558,173 341,632 181,310 — 2,196,614
' Impairment of assets ....................... — — 2,532 1,123 — 3,655
Severance and exit charges .................. = —_ 561 2,005 — 2,566
Operating income (loss) . ... .. I 34,374 18,774 (15,047) (5,247) (20,919) 11,935
Income (loss) before interest and income taxes ) .

and extraordinary gain .................... 34,417 14,873 (16,700) 8,133  (28,399) 12,324
Extraordinary gain on extinguishment of debt . ... — —_ — — 11,014 11,014
Total ASSEtS . . .o vve e 229,176 72,863 117,151 46,535 49,866 515,591
Depreciation, amomzanon and impairment of : ‘

assets ........... S 2,601 1,137 4,563 1,886 1,647 11,834
Capital expenditures ........................ 3,939 386 1,198 171 1,066 6,760

November 30, 2001: 4
Revenues from-external customers . ........... $1,213,454 578,612 411,079 230,658 — 2,433,803
Separation agreement . ... ................... - — — —_ 5,680 5,680
Operating income (108S) .. ........oovivninn .. 33,099 25,805 (11,372) (3,878) (28,043) 15,611
-Equity in income (loss) of affiliated companies, : :

DEL . vt et e e e e (858) —_ L — — — (858)
Impalrment of investment ....... e (2,215) — — — — (2,215)
Income (loss) before interest and income taxes '

and extraordinary loss .................... 30,300 21,752 . (10,793) (3,722) (22,015) 15,522
Extraordinary loss on extinguishment of debt, net

Of taX . — — .- — (626) (626)
Total @SSets . . v vttt 263,268 143,598 130,481 48,885 59,838 646,070
Depreciation, amortization and impairment of

BSSEES Lo\ttt 2309 1,179 2,664 929 3,886 10,967
Capital expenditures . ................. ... .. 2,822 801 1,108 258 569 5,558

November 30, 2000: N , ‘ _ o
Revenues from external custorers ............ $1,024,762 499,171 636,354 315,395 — 2,475,682
Impairment of asSets ....................... — 974" 11,365 @ — — 12,339
Operating income (1088} ...........coevi... 7,770 (16,425) (38,724) 2,263 (24,813) (69,929)
Equity in income (loss) of affiliated companies, ) o ‘

MEL . Lottt et et ©(1,805) — — e — (1,805)
Income (loss) before interest and income taxes ... 6,361 (24,021) (31,623) =~ 2,450 (22,528) (69,361)
Total assets .. ..vvee e . :‘. 289,677 172,527 256,907 56,824 82,889 858,824
Depreciation, amortization and impairment of ‘ . ’ . '

T UASSEES i e 1,905 - 3,661 14,492 810 2,703 23,571
Capital expenditures . ....................... 1,256 1,309 2,052 452 392 5,461
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A reconciliation from the segment information to the income (loss) before income taxes included in the
consolidated statements of operations for the years ended November 30, 2002, 2001, and 2000 follows (in
thousands):

2002 2001 2000

Income (loss) before interest and income taxes and extraordmary gain (loss) per |

segment information ... .. P e $12,324 15,522 (69 361)
Interest expense per the consolidated statements of operations ................ (7,564) (15, 383) (lé 113)
Interest income included in other, net in the consolidated statements of

OPEIALONS . .. o\ et e e ettt e 1,433 3,237 4,759
Income (loss) before income taxes and extraordmary gain (loss) per the _ ‘

consolidated statements of operations . . . .. P [P e $ 6,193. 3,376 (83,715)

- Geographical information for the years ended November 30, 2002, 2001 and 2000, follows (in thousands):

2002 2001 2000
Long- : Long- Long-
lived lived lived
Revenues assets Revenues assets Revenues assets

United States .............c.covveeen... $ 613402 11,109 633,566 12,341 578,262 15,257
People’s Republic of China ............... - 882,033 3,640 876,726 777 580,445 | 740
HOngKONg « .o 38,873 6,051 172,907 3,748 144,964 5,851
United Kingdom . ........... S 47467 — 111,433 457 163,797 637
Mexico .......... ...l U 185,627 2,196 250,335 2,838. 383256 3,038
All other countries ..................... - 429,212 5,321 388,836 6,995 624,958 5,664

$2,196,614 28317 2,433,803 27,156 2,475,682 3;1‘,187

B
For purposes of the geographical information above, the Company’s Miami operations are included in the
United States. Revenues are attributed to individual countries based on the location of the originating transaction.

A customer in the Asia-Paciﬁc Region accounted for approxirﬁately 10% or '$230.0 million and 11% or
$268.0 million of consolidated revenues for the years ended November 30, 2002 and 2001, respectivel‘y. No
customer accounted for 10% or more of consolidated revenues in the year ended November 30, 2000.

At November 30, 2001, the Company had a receivable of $33 4 m11110n from a customer in the North
America Region.

(20) Acquisitions

In August 1999, the Company acquired the business and certain net assets of Montana Telecommunications
Group B.V. in The Netherlands in a transaction accounted for as a purchase. The purchase price was
$2.3 million, which resulted in $1.0 million of goodwill with an estimated life of 20 years. Additional payments
based on future operating results of the business over the four year period subsequent to acquisition may be paid
in cash. For 2000, 2001, and 2002 payments of $0.1 million, $0.1 and $0.2 million were made pursuant to the
agreement and recorded as goodwill. ‘

The Company acquired TA Intercall AB (Sweden) in January 1998. This transaction was accounted fér asa
purchase. The original purchase price was $9.1 million, which resulted in $6.5 million of goodwill with an
estimated life of 20 years. Additional payments based on operating results of Sweden for the three; years
subsequent to acquisition were paid either in cash or common stock at the Company’s option. In 2000,
$4.0 million of additional goodwill was recorded for Sweden based upon the estimated payment amount. In; 2001,

$0.6 million of additional goodwill was recorded in'conjunction with the final acquisition payment. J
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The consolidated financial statements include the operating results of each business from the date of
acquisition. The impact of these acquisitions was not material in relation to the Company’s consolidated financial
position or results of operations.

(21) Stockholders’ Equity
(a) Common Stock Options

The Company has a stock option plan (the “Plan”) covering 2.28 million shares of its common stock.
Options under the Plan expire ten years from the date of grant unless earlier terminated due to the death,
disability, retirement or other termination of service of the optionee. Options have vesting schedules ranging
from 100% on the first anniversary of the date of grant to 25% per year commencing on the first anniversai‘y of
the date of grant, The exercise price is equal to the fair market value of the common stock on the date of grant.

The Company also has a stock option plan for non-employee directors (“Directors’ Option. Plan™). The
Directors’ Option Plan provides that each non-employee director of the Company as of the date the Directors’
Option Plan was adopted and each person who thereafter becomes a non-employee director should automatically
be granted an option to purchase 1,500 shares of common stock. The exercise price is equal to the fair market
value of the common stock on the date of grant. A total of 30,000 shares of common stock are authorized for
issuance pursuant to the Directors’ Option Plan. Each option granted under the Directors” Option Plan becomes
exercisable six months after its date of grant and expires ten years from the date of grant unless earlier terminated
due to the death, disability, retirement or other termination of service of the optionee. Non-employee directors
also receive an annual grant of an option to purchase 1,000 shares of Company common stock under the Plan.
Such options vest over a four year period and have an exercise price equal to the fair market value of the
Company’s common stock-as of market close on the date of grant. The per share weighted-average fair value of
stock options granted during the years ended November 30, 2002, 2001 and 2000, was $2.34, $5.51 and $29.25,
respectively, on the date of grant using the Black-Scholes option-pricing model with the following weighted-
average assumptions:

2002 2001 2000

Dividend yield ... ..o SR 0.00% 0.00  0.00
Volatility .. ............... e e S 90.00 92.00 88.00
Risk-free interestrate ..................... PP J 350 470 6.50
Expected term of options (in years) ........ AP 340 340 340

"~ The Company applies Opinion 25 in accounting for its plans and, accordingly, no compensation cost has
been recognized for its stock options in the consolidated financial statements. Had the Company determined
compensation cost based on the fair value at the grant date for its stock options under Statement of Financial
Accounting Standards No. 123, “Accounting for Stock-Based Compensation,” the Company’s net income (loss)
would have been the pro forma amounts below for the years ended November 30, 2002, 2001 and 2000 (in
thousands, except per share amounts):

2002 2001 2000
Net income (loss) as reported ... ... e . e PR $(29,924) 550 (62,959)
Diluted net income (loss) per share asreported . ............c.. i, (2.44) 0.05 (5.24)
Pro forma net income (108S) ...... ... .o, e e (30,499) (1,380) (65,981)
Pro forma diluted netlosspershare . ............ ... ... i i, 249) (©.11) (5.49)
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Stock option activity during the years ended November 30, 2002, 2001 and 2000, is as follows: ‘

2002 2001 2000 ('
Weighted- Weighted- Weighted-
Average Average Average
Number Exercise Number Exercise Number Exércise
of shares Prices of shares Prices of shares Prices
Granted ............ ... .. .. .. ... 484,300 3.873 603,925 $ 9.555 302,739 $47.765
Exercised ................ ... .. ..... : — 0.000 — 0.000 17,025  23.270
Forfeited . ........................... 337,568 19.312 159,860  34.775 203,971 47;.795
Outstanding, end of year ............... 1,527,658 23.828 1,380,926  29.780 936,861 43910
Exercisable,endof year................ 721,717  37.165 597,780  39.185 437,938  40.605
Reserved for future grants under the ' ‘
Plan ...... e 470,710
Reserved for future grants under the
Directors’ OptionPlan . .............. 18,000

For options outstanding and exercisable as of November 30, 2002, the exercise prices and remaining lives
\

were!
I

Weighted- Weighted-

Average Average Aveérage

Number Remaining Life Exercise Number Exercise

Range of Exercise Prices Outstanding (in years) Prices Exercisable Prices

$3.0604.300 . ... .. . 390,000 9.5 $ 3.7070 500 4.1500
$4.3500-10.2500 . .......... ... .. ... 435,524 8.5 8.7419 137,886 99214
$10.6000-49.3750 ... ... . 510,109 5.0 39.3260 397,031 37.0022
$51.5650-99.4000 . ....................... 192,025 53 57.7431 186,300 57.7640
1,527,658 7.2 $23.8284 721,717 ‘ $37:1649

(b) Stockholder Rights Plan

. The Company has a Stockholder Rights Plan, which provides that the holders of the Company’s common
stock receive five-thirds of a right (“Right™), as adjusted for prior stock splits, for each share of the Company’s
common stock they own. Each Right entitles the holder to buy one one-thousandth of a share of Series A
Preferred Stock, par value $.01 per share, at a purchase price of $80.00, subject to adjustment. The Rights ate not
currently exercisable, but would become exercisable if certain events occurred relating to a person or group
acquiring or attempting to acquire 15% or more of the outstanding shares of common stock of the Company.
Under those circumstances, the holders of Rights would be entitled to buy shares of the Company’s common
stock or stock of an acquirer of the Company at a 50% discount. The Rights expire on January 9, 2007, unless
earlier redeemed by the Company.

(22) Commitments and Contingencies
(a) Legal Proceedings

On October 15, 2001, the Company announced that the results for the three and six months ended May 31,
2001 would be restated to reflect certain accounting adjustments. In October 2001, the Company received an
‘inquiry from the SEC requesting information concerning the restatement of earnings for the quarter ended
May 31, 2001. The Company believes that it has fully responded to such request.

The Company is also a party to various other claims, legal actions and complaints arising in the ord1nary
course of business.
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Management believes that the disposition of these matters should not have a materially adverse effect on the
consolidated financial condition or results of operations of the Company. ‘

(b) 401(k) Savings Plan

The Company established a savings plan for employees in 1994. Employees are eligible to participate if they
were full-time employees as of July 1, 1994, or on completing 90 days of service. The plan is subject to the
provisions. of the Employee Retirement Income Security Act of 1974. Under provisions of the plan, eligible
employees are allowed to contribute as much as 50% of their compensation, up to the annual maximum allowed
by the Internal Revenue Service. The Company may make a discretionary matching contribution based on the
Company’s profitability. The Company made contributions of approximately $0.3 million, $0.3 million and
$0.2 million to the plan for the yeafs ended November 30, 2002, 2001 and 2000 respectively.

‘(¢) Foreign Currency Contracts

From time to time, the Company uses foreign currency forward contracts to reduce exposure to exchange
rate risks primarily associated with transactions in the regular course of the Company’s international operations.
The forward contracts establish the exchange rates at which the Company should purchase or sell the contracted
-amount of local currencies for specified foreign currencies at a future date. The Company uses forward contracts,
which are short-term in nature (45 days to one year), and receives or pays the difference between the contracted
forward rate and the exchange rate at the settlement date.

At November 30, 2002 and November 30, 2001, the Company had no forward contracts.

(23) Subsequent Event

In January 2003, the Company signed a letter of intent with local management for the sale of its Netherlands
operations. There can be no assurance that the sale will be completed due to a number of contingencies contained
in the letter of intent. :
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CELLSTAR CORPORATION AND SUBSIDIARIES

SUPPLEMENTAL FINANCIAL DATA (UNAUDITED)
(In thousands, except per share data)

First Second Third Fourth
Quarter Quarter Quarter Quarter
2002 ) ) . o , s
REVEMUES . o\ vttt et e e e e $629,243 573262 522,971 471,138
Grossprofit ................ ... .. e 34,654 35,006 34,742 26,406
Net income (I0SS) ......ooviiiviinnrnn... e 11,395(a) (5,913)(b) 6,149(c) (4"1‘,555)(c)(d)
Net income (loss) per share: . ‘ ' ‘ ‘
Basic: ..... ..., e B 0.95(a) (0.49)(®b) 0.50(c) ‘(B.2N(c)(d)
Diluted: ... .. e 0.90(a) (0.49)b) 0.30(c) (3.29)(c)d)
2001
REVEIUES . . .ttt et e e $645,158 572,879 610,496 605,270
Grossprofit . .........oo i [P 36,793 32,267 31,069 35,697
Net income (J0S8) - . oo vt e e 4,192 3,591 (5,840)e) Cl,393)(f}
Net income (loss) per share: -
Basic: ... ... P e 0.35 0.30 (0.49)(e) 1(0.12)(D)
Diluted: ........... .. .. i e 0.35 0.30 (0.49)(e) ‘: (0.12)(H)

(a) In the first quarter of 2002, the Company completed 1ts exchange offer for its $150.0 million 5% convertrble
subordinated notes and recognized an extraordinary gain net-of tax of $10.9 million. :

(b) In the second quarter of 2002, the Company decided as part of its plan to reposition its operations ‘that it
would exit the United Kingdom, Peru and Argentina. As a result of the decision, the Company recorded an

after-tax charge of $10.0 million. ‘,

(c) In the third and fourth quarters of 2002, the Company reversed allowances of $0.8 million and $2.5 mllhon,
respectively, related to the closure of the U.K. operations.

(d) In the fourth quarter of 2002, the Company recorded tax expense of $44.2 million related to undistributed
earnings in its non-U.S. subsidiaries which were previously considered permanently reinvested. ‘

(e) In the third quarter of 2001, the Company’s operations were affected by a charge related to the separation
agreement between the Company and the former Chief Executive Officer of $5.7 million and an 1mpa1rment
charge to reduce the carrying value of an investment of $2.2 million.

(f) In the fourth quarter of 2001, the Company’s operations were affected by $0.6 million after tax
extraordinary loss on the early extinguishment of debt and a charge in selling, general and admrmstratlve
expenses related to value-added taxes of $3.0 million.
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SCHEDULE II—-VALUATION AND QUALIFYING ACCOUNTS

Years ended November 30, 2002, 2001 and 2000

(in thousands)

Balanceat  Chargedto Chargedto Deductions, Balance at
beginning of  costs and activation net of end of
period expenses income (a)  recoveries period
Allowance for doubtful accounts:
November 30,2002 ...................... $57,359 4,479 — (4,208) 57,630
November 30,2001 ...................... 75,810 6,737 (53) (25,135) 57,359
November 30,2000 ...................... 33,152 51,533 103 (8,978) 75,810
Reserve for inventory obsolescence ' .
November 30,2002 ...................... $16,188 10,588 — (15,327) 11,449
November 30,2001 ...................... 19,312 10,210 — (13,334) 16,188
November 30,2000 ...................... 14,868 32,255 — (27,811) 19,312

(a) The Company, under agent agreements, earns activation commissions from wireless service providers on
engaging subscribers for wireless handset services in connection with the Company’s retail operations. The
agent agreements also provide for the reduction or elimination of activation commissions if the subscribers
deactivate service within a stipulated period. The Company reduces activation income for increases in the

allowance for estimated deactivations.
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January 5, 2004

To CellStar Corporation Stockholders:

You are cordially invited to attend the 2002 Annual Meeting of
Stockholders of CellStar Corporation (the “Company™) to be held at the Omni
Dallas Hotel at Park West, 1590 LBJ Freeway, Dallas, Texas, on Tuesday,
February 10, 2004, at 10:00 a.m., Dallas time.

The attached Notice of Annual Meeting and Proxy Statement fully
describe the formal business to be transacted at the annual meeting, which
consists of (1) the election of two Class II directors of the Company and (ii)
the approval of the CellStar Corporation 2003 Long-Term Incentive Plan.

Directors and officers of the Company will be present to help host the
annual meeting and to respond to any questions that our stockholders may
have. I hope you will be able to attend.

For the reasons described in the accompanying Proxy Statement, the
Company’s Board of Directors believes that a favorable vote on each of the
matters to be considered at the annual meeting is in the best interests of the
Company and its stockholders and unanimously recommends a vote “FOR”
each such matter. Accordingly, we urge you to review the accompanying
material carefully and to return the enclosed proxy promptly.

Please sign, date and return the enclosed proxy without delay. If you
attend the annual meeting, you may vote in person even if you have

previously mailed a proxy.

I look forward to seeing you at the annual meeting.

il

Sincerely,

Terry S. Parker
Chief Executive Officer




CELLSTAR CORPORATION
1730 Briercroft Court
Carrollton, Texas 75006

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
To Be Held February 10, 2004

NOTICE IS HEREBY GIVEN that the 2002 Annual Meeting of Stockholders (the “Meeting”) of CeliStar
Corporation, a Delaware corporation (the “Company”), will be held at the Omni Dallas Hotel at Park West, 1590
LBJ Freeway, Dallas, Texas, on Tuesday, February 10, 2004, at 10:00 a.m., Dallas time, for the following
purposes: '

(1) To elect two Class II directors for a term expiring in 2006;
(2) To approve the CellStar Corporation 2003 Long-Term Incentive Plan; and

(3) To transact such other business as may properly come before the Meeting or any adjournment or
adjournments thereof.

The close of business on December 18, 2003, has been fixed by the Company’s Board of Directors as the
record date for determining stockholders entitled to notice of and to vote at the Meeting or any adjournment or
adjournments thereof. For a period of at least ten days prior to the Meeting, a complete list of stockholders
entitled to vote at the Meeting will be open for the examination of any stockholder during ordinary business
hours at the Company’s offices located at 1730 Briercroft Court, Carrollton, Texas 75006.

WHETHER OR NOT YOU PLAN TO ATTEND THE MEETING IN PERSON, YOU ARE URGED TO
COMPLETE, DATE, SIGN AND RETURN PROMPTLY THE ENCLOSED PROXY IN THE
ACCOMPANYING ENVELOPE. NO POSTAGE IS REQUIRED IF MAILED IN THE UNITED STATES.
PROXIES FORWARDED BY OR FOR BROKERS OR FIDUCIARIES SHOULD BE RETURNED AS
REQUESTED BY THEM.

By Order of the Board of Directors,

T

Elaine Flud Rodriguez
Senior Vice President, Secretary
and General Counsel

Carrollton, Texas

January 5, 2004



CELLSTAR CORPORATION
-1730 Briercroft Court
Carrollton, Texas 75006

PROXY STATEMENT
FOR
ANNUAL MEETING OF STOCKHOLDERS

To Be Held February 10, 2004

This Proxy Statement is furnished in connection with the solicitation of proxies (“Proxies”) by the Board of
Directors of CellStar Corporation (the “Company” or “CeliStar”) for use at the 2002 Annual Meeting of
Stockholders (the “Meeting”) of the Company to be held at the Omni Dallas Hotel at Park West, 1590 LBJ
Freeway, Dallas, Texas, on Tuesday, February 10, 2004, at 10:00 a.m., Dallas time, or at such other time and
place to which the Meeting may be adjourned The date on which this Proxy Statement, 2002 financial
information, and accompanying Proxy are intended to first be sent or given to stockholders is January 5, 2004.

All shares represented by valid Proxies, unless the stockholder speciﬁes otherwise, will be voted (i) FOR the
election of the two persons named under “Proposal I - Election of Directors” as nominees for election as Class 11
directors; and (ii) FOR the approval of the CellStar Corporation 2003 Long-Term Incentive Plan (the “2003
Incentive Plan”).

The Board of Directors knows of no other business to be presented at the Meeting. If any other business is
properly presented, the persons named in the enclosed Proxy have authority to vote on such matters in
accordance with such persons’ discretion. Where a stockholder has appropriately specified how a Proxy is to be
voted, it will be voted accordingly.

A stockholder executing a Proxy retains the right to revoke it at any time prior to exercise at the Meeting. A
Proxy may be revoked by delivery of written notice of revocation to the Secretary of the Company, by execution
and delivery of a later Proxy, or by voting the shares in person at the Meeting.

RECORD DATE AND VOTING SECURITIES

The record date for determining the stockholders entitled to notice of and to vote at the Meeting and any
postponements and adjournments thereof was the close of business on December 18, 2003 (the “Record Date”),
at which time the Company had issued and outstanding 20,357,742 shares of common stock, par value $0.01 per
share (“Common Stock”). Common Stock is the only class of outstanding voting securities of the Company.

QUORUM AND VOTING

The presence at the Meeting, in person or by Proxy, of the holders of at least a majority of the outstanding
shares of Common Stock as of the Record Date is necessary to constitute a quorum for the conduct of business at
the Meeting. Each share of Common Stock represented at the Meeting in person or by Proxy will be counted
toward a quorum. If a quorum is not present or in the event that a sufficient number of votes to approve a
proposal is not present at the Meeting, the persons named in the Proxies may propose one or more adjournments
of the Meeting to permit further solicitation of Proxies. Any such adjournments will require the affirmative vote
of the holders of a majority of the shares present in person or represented by Proxy at the session of the Meeting
to be adjourned. If a quorum is not present, then, in accordance with the bylaws of the Company, Proxies will be
used to vote for adjournment. If a quorum is present, but the vote required to approve a proposal is not obtained,
the Proxies to be used to vote in favor of such proposal will be voted in favor of an adjournment to solicit further
Proxies with respect to such proposal and the Proxies to be used to vote against such proposal will be voted
against an adjournment to solicit further Proxies with respect to such proposal. Each share of Common Stock is
entitled to one vote with respect to all matters presented for stockholder vote at the Meeting.



To be elected, the nominees for election as a Class II director must receive the affirmative vote of the
holders of a plurality of the shares of Common Stock present or represented at the Meeting and entitled to vote
thereon. Votes may be cast in favor of or withheld with respect to each nominee. Votes that are withheld will be
counted toward the determination of whether a quorum exists, but will be excluded entirely from the tabulation
of votes for election of the specified nominee and, therefore, will not affect the outcome of the vote on such
proposal.

Approval of Proposal II requires the affirmative vote of the holders of a majority of the shares of Common
Stock present or represented at the Meeting and entitled to vote on such proposal. Votes may be cast in favor of,
against or withheld with respect to such proposal. Votes that are withheld will be counted toward the
determination of whether a quorum exists, and will have the same effect as a vote against Proposal IL

“Broker non-votes” (i.e., shares held by brokers or nominees as to which the brokers have no discretionary
power to vote on a particular matter and have received no instructions from the persons entitled to vote such
shares), if any, will be counted as present for purposes of determining the presence of a quorum. However, for
purposes of determining the outcome of any matter as to which the broker has indicated on the Proxy or
otherwise advised the Company that it does not have discretionary voting authority, those shares will be treated
as not entitled to vote with respect to that matter. Broker non-votes will have no effect on Proposal 1 or
Proposal I1. ‘ ‘ :




PROPOSAL I
ELECTION OF DIRECTORS

The Company’s Certificate of Incorporation provides for a board of directors (the “Board” or the “Board of
Directors”) divided into three classes, as nearly equal in number as possible, with the term of office of one class
expiring each year at the Company’s Annual Meeting of Stockholders. Each class of directors is elected for a
term of three years, except in the case of elections to fill vacancies or newly created directorships.

Due to the timing of changes to the Board over the past five years, the number of directors in each class was
no longer as equal as possible. In order to rectify this disparity, the Board has reclassified Jere W. Thompson
from a Class II director to a Class I director. In addition, in December 2003, the Nominating Committee of the
Board recommended, and the Board elected, John T. Kamm to the Board as a Class I director.

There are two Class II directors to be elected for a term expiring at the Company’s Annual Meeting of
‘Stockholders in 2006 or until their successors have been elected and qualified. It is intended that the names of the
nominees indicated below will be placed in nomination and that the persons named in the Proxy will vote for
their election. Each of the nominees has indicated his willingness to serve as a member of the Board of Directors
if elected; however, in case any nominee shall become unavailable for election to the Board of Directors for any
reason not currently known or contemplated, the persons named in the Proxy will have discretionary authority to
vote the Proxy for a substitute. Proxies cannot be voted for more than two nominees.

Information concerning the two nominees proposed by the Board of Directors for election as Class 1II
directors, along with information concerning the current Class I and Class III dxrectors whose terms of office

will continue after the Meeting; is set forth below.

The nominees for election as Class II directors are as follows:

Class II Nominees—Term Expiring in 2006

Name i ) A__g_e_ Current Position
JamesL.Johnson ......... . ... ... . ... .. ... e e B 76 Chairman of the Board
John L. (“JL.”) Jackson ..... ... ... ... .. ..... e ... 71 Director

The current d1rectors whose terms will expire after fiscal 2003 are as
follows: ‘ ‘

Class I Director—Term Expiring in 2005

Name ; ) : : - Age .Current Position
Dale V. Kesler ......... e ... 64 Director
Jere W. Thompson . .. ....ovovvnunnn... e 71  Director

Class III Director—Term Expiring in 2004

Name - é_ge_e Current Position
Terry S. Parker .............. e B ... 58 Chief Executive Officer
John T.Kamm . ... ... e 52 Director



Set forth below is a description of the backgrounds of each of the directors of fhe Company.

James L. Johnson has served as the non-executive Chairman of the Board of Directors since July 2001 and
as a director of the Company since March 1994. Mr. Johnson has been Chairman Emeritus of GTE Corporation
since May 1992 and served as GTE’s Chairman and Chief Executive Officer from April 1988 to April 1992. Mr.
Johnson began his career with Southwestern Associated Telephone Company (the predecessor company of GTE
Central) in 1949. He was a member of GTE’s Board of Directors from 1985 to May 1999 and a member of the
Board of Directors of Finova Group Incorporated (formerly GTE Financial) until 2001. He is currently a director
of Harte Hanks Communications, Inc. and M.O.N.Y. (Mutual of New York, Inc.). Mr. Johnson is also past
Chairman of the United States Telephone Association. Mr. Johnson currently serves on the Nominating and
Compensation Committees of the Board of Directors.

John L. (*J.L.””) Jackson has served as a director of the Company since March 1999. Mr. Jackson served
as Chairman and Chief Executive Officer of Global Industrial Technologies, Inc. (formerly INDRESCO) from
1993 to 1998. Before joining Global Industrial Technologies, Mr. Jackson was engaged in private executive
business consulting from 1987 to 1993. From 1983 to 1987, Mr. Jackson served as a Director and as the
President and Chief Operating Officer of Diamond Shamrock Corporation, and was Executive Vice President of
Diamond Shamrock and President of its then newly-formed coal unit from 1979 to 1983. Mr. Jackson has served
on numerous Boards of Directors, including the Fourth District Federal Reserve Bank of Cleveland, First
Republic Bank, American Federal Bank, Hadson Energy Resources and National Gypsum Company. Mr.
Jackson currently serves as Chairman of the Compensation Committee of the Board of Directors and also serves
on the Audit Committee of the Board of Directors.

Dale V. Kesler has served as a director of the Company since March 1999. Mr. Kesler retired as an active
partner of the professional accounting firm of Arthur Andersen LLP in 1996 and served as the Managing Partner
of Arthur Andersen’s Dallas/Fort Worth office from 1983 to 1994. Mr. Kesler was responsible for strategic
planning on a world-wide basis for the Audit and Business Advisory practices of Arthur Andersen in 1982 and
1983 and served as the head of the Audit Practice in the firm’s Dallas office from 1973 to 1982. Mr. Kesler also
serves on the Board of Directors of Elcor Corporation, New Millennium Homes, Resource Services, Inc., Triad
Hospitals, Inc. and IMCO Recycling Inc., and serves as an advisory board member to Snelling and Snelling, Inc.
Mr. Kesler currently serves as Chairman of the Audit Committee of the Board of Directors.

Jere W, Thompson has served as a director of the Company since October 1999, Mr. Thompson served as
President and Chief Executive Officer of The Southland Corporation from 1986 to 1991. Mr. Thompson joined
Southland in 1954 and was made Vice President of store operations in 1962. He became Southland’s President in
1973 and was elected to Southland’s Board of Directors in 1961. Mr. Thompson was engaged in private business
consulting from 1991 to 1996 when he became the President of The Williamsburg Corporation. Mr. Thompson
serves on the Board of Directors and is the former Chairman of The National Center for Policy Analysis. He is
also a board member of St. Paul and Zale Lipshy University Hospitals, and a member and former Chairman of
The Development Board and the College and Graduate School of Business Foundation Advisory Council for The
University of Texas at Austin. Mr. Thompson currently serves as Chairman of the Nominating Committee of the
Board of Directors and also serves on the Audit and Compensation Committees of the Board of Directors.

Terry S. Parker has served as Chief Executive Officer of the Company since July 2001, as a director of the
Company since March 1995 and as President and Chief Operating Officer of the Company from March 1995
through July 1996. Mr. Parker served as Senior Vice President of GTE Corporation and President of GTE’s
Personal Communications Services, GTE’s wireless division, from October 1993 until he joined the Company.
From 1991 to 1993, Mr. Parker served as President of GTE Telecommunications Products and Services. Prior to
1991, Mr. Parker served as President of GTE Mobile Communications. Mr. Parker served on the Board of
Directors for Nucentrix Corporation from 1998 until 2001, the Board of Directors of Highway Master
Communications, Inc. from 1995 to 2000, the Board of Directors of Illinois Superconductor Corporation from
1998 to 2000, the Board of Directors of Equalnet Corporation from 1996 to 1999, and the Board of Directors of
Telenetics Corporation from May 2000 to March 2001. Mr. Parker also served as the President and Chief
Executive Officer of Telenetics from September 2000 until March 2001.
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- John T. Kamm was elected by the Board of Directors to serve as a director of the Conipany in December of
2003, filling a vacancy in the Class III director group. Mr Kamm has worked in China for more than 30 years.
Mr. Kamm is currently the President of Asia Pacific Resources, Inc., a San Francisco-based company he founded
in 1993, which specializes in trade and investment, government affairs and U.S.-China relations. Mr. Kamm is
also Chairman of Market Access Ltd., a Hong Kong-based consulting firm-which he founded. Mr. Kamm
currently- serves as ‘the Executive Director- of the Dui’ Hua Foundation, a publicly supported organization
dedicated to improving human rights in the United States and China, and Director of the Project in Human Rights
Diplomacy of the Institute of International Studies of Stanford University. He is also an honorary professor-of
two Chinese universities,-a Director ofthe Nationdl Committee on US-China Relations, a trustee of the World
Affairs Council of California, and a member of the Advisory Council of Princeton-in-Asia. Mr. Kamm has been
active in China trade for many years, including serving as Vice President, Far East, of Occidental Chemical
Corporation from 1981 to 1991. Mr. Kamm also served as President of the American Chamber of Commerce in
Hong Kong in 1990. o :

'

The Board of Directors recommends a vote FOR the electlon of the nominees for Class II Directors
named above. S

MEETINGS OF DIRECTORS AND COMMITTEES

The business of the Company is managed under the direction of the Board of Directors. The Board meets on
a regularly scheduled basis during the Company’s fiscal year to review significant developments affecting the
Company and to act on matters requiring Board approval. It also holds special meetings when an important
matter requires Board action between scheduled ‘meetings. The Board of Directors met twelve times during the
2003 fiscal year. During the 2003 fiscal year, each member of the Board participated in at least 75% of all Board
and apphcable committee meetings held during the period for which he was a director. The Company strongly
encourages.all members of the Board of Directors to attend the annual meetmg each year. For the most recent
annual meetmg, all dlrectors were-in attendance.

[

The Board of Directors consists of ‘a majorlty of mdependent directors” as such term is defined in
Rule 4200(a)(15) of the Marketplace Rules of the Nasdaq Stock Market. The Board of Directors has determined
that James L. Johnson, John L. Jackson, Dale V. Kesler and Jere w. Thompson are mdependent directors. The
mdependent directors meet in regularly scheduled executlve sessions at Ieast twice per year.

Stockholders may communicate with members of the Board of Directors by mail addressed to an individual
member of the Board, to the full Board, or to a particular committee of the Board, at the following address:
P.O. Box 810104, Carrollton, Texas 75006 Thxs mformauon is also ava1lab1e on the Company’s web site at
WWW, cellstar com.

The Board of Directors has established Audit, Compensatlon and Nominating Commiittees to devote
attention to specific subjects and to-assist it in the discharge of its responsibilities. The functions of those
committees, their current members and the number of meetmgs held during the 2003 ﬁscal year are described
below.

CompensationCommittee. ‘The Board of Directors has a standing Compensation Committee, which has the
_power to oversee and recommend to the Board of Directors the compensation. policies-of the Company and the
specific-compensation of the Company’s executives. The Board of Directors, or the Compensation Committee, if
delegated the authority by the Board of Directors, also has the power to administer the 1993 Amended and
Restated Long-Term Incentive Plan (the *“1993 Plan”), the Amended and Restated Annual Incentive
Compensation Plan (the “Incentive Plan”), the 1994 Amended and Restated Non-Employee Director
Nonqualified Stock Option Plan (the “Directors’ Plan™), and the 2003 Incentive Plan. Messrs. Jackson, Johnson,
and Thompson are the current members of the Compensation Committee. Mr. Jackson serves as Chairman of the
Compensation Committee. The Compensation Committee met four times durmg the 2003 fiscal year. All
members of the Compensation Committee are independent directors.
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The Board of Directors has established an arrangement for the granting and issuance of stock options to
non-executive employees of the Company under the 1993 Plan. This arrangement provides for a specified
number of options (as recommended by the Compensation Committee to the Board) to be made available to each
of the Company’s regions, which options may be dispensed at the discretion of the regional management as
approved by the Chief Executive Officer to eligible non-executive employees within that region during the
course of the fiscal year. In the event the regional management dispenses its entire allotment of options before
the end of the fiscal year, the Compensation Committee may, but is not obligated to, recommend to the Board
that it.allocate an additional number of options to the region for distribution to non-executive employees within
that region. The Board of Directors will establish a similar arrangement for the granting and issuance of stock
options to non-executive employees of the Company under the 2003 Incentive Plan.

Nominating Committee. The Board of Directors has a standing. Nominating Committee which has the
responsibility of (i) evaluating and selecting candidates to fill vacancies on the Board of Directors and
(ii) considering director nominees presented by stockholders. Messrs. Thompson and Johnson are the current
members of the Nominating Committee. Mr. Thompson serves-as Chairman of the Nominating Committee. The
Nominating Committee held one telephonic meeting in fiscal 2003.

Early in fiscal 2004, the Nominating Committee adopted a Charter to further define and clarify the roles and
responsibilities of its members. The current Nominating Committee Charter is attached hereto as Appendix A.
All members of the Compensation Committee are independent directors.

In December of 2003, pursuant to the Company’s bylaws, the Nominating Committee nominated John T.
Kamm to fill a vacancy in Class IIl directors left by the resignation in July of 2001 of Chairman and CEO
Alan H. Goldfield. Mr. Kamm’s nomination was recommended to the Nominating Committee by the Chief
Executive Officer. The Nominating Committee reviewed Mr. Kamm’s qualifications and recommended him for
election to the Board of Directors based on his Chinese language skills, extensive knowledge of business
practices in China and Hong Kong, knowledge of the Company’s business operations in China, and general
business background. Although the Committee has the authority to select, direct, and, if appropriate, terminate
any search firm used to identify candidates for Board membership, no such search firm was used for the
nomination of Mr. Kamm. Prior to joining the Board of Directors, the Company retained Mr. Kamm as a
consultant, through his company, Asia Pacific Resources, Inc., from October 2001 through June 2003 to render
services on all aspects of the Company’s business in the Far East, with special emphasis on China. Mr. Kamm
received payments of more than $60,000 in two of the last three fiscal years. Therefore, Mr. Kamm does not
qualify as an independent director under Rule 4200(a)(15) of the Marketplace Rules of the Nasdaq Stock Market.

When considering a potential director candidate, the Nominating Committee looks for demonstrated
character; judgment; relevant business, functional and industry experience; and a high degree of acumen. There
are no differences in the manner in which the Nominating Committee evaluates nominees for director based on
whether the nominee is recommended by a stockholder. The Nominating Committee has not received any
recommended nominees from any stockholders in connection with this Proxy Statement.

One of the functions of the Nominating Committee is to review and consider nominations made by
stockholders of the Company. The Company’s Certificate of Incorporation provides that a stockholder may
nominate a person or persons for election to the Board of Directors at a meeting of the Company’s stockholders
only if written notice of such nomination (a “Stockholder’s Notice”) is received by the Secretary of the Company
no less than 60 days prior to the meeting; provided, however, that in the event that less than 70 days’ notice or
prior public disclosure of the date of the meeting is given or made to stockholders, the Stockholder’s Notice must
be received by the Company no later than the close of business on the tenth day following the first to occur of the
date on which such notice was mailed or the date that public disclosure of the date of the meeting was made. The
Certificate of Incorporation requires that the Stockholder’s Notice include: (i) the name, business address, and
residence address of the nominating stockholder; (ii) a representation that the nominating stockholder is a holder
of record of shares of the Company entitled to vote at such meeting and intends to appear in person or by proxy
at the meeting to nominate the person or persons specified in the Stockholder’s Notice; (iii) the name, age,
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business address, residence address and principal occupation of the nominee; (iv) a description of all
arrangements or understandings between the nominating stockholder and such nominee or nominees and any
other person or persons (naming such person or persons) pursuant to which the nomination is being made by the
nominating stockholder; (v) aﬁy other information relating to the nominating stockholder and such nominee or
nominees that is required to be disclosed in a proxy statement or Schedule 13D filing; and (vi) the consent of
each such nominee to serve as a director of the Company if elected.

Audit Commitree. The Board of Directors has a standing Audit Committee, which has been charged with
certain powers and duties including, among others, authority to (i) recommend to the Board the appointment of
the firm selected to be independent certified public accountants for the Company and monitor the performance of
such firm; (ii) review ‘and approve the scope of the annual audit and evaluate with the independent certified
public accountants the Company’s annual audit and annual consolidated financidl statements; (iii) review with
management the status of internal accounting controls and internal audit procedures and results; (iv) evaluate
problem areas having a potential financial impact on the Company that may be brought to the Committee’s
attention by management, the independent certified public accountants, or the Board; and (v) evaluate the public
financial reporting documents of the Company. The Audit Committee is required to have and will continue to
have at least three members, all of whom must be “independent directors” as defined in Rule 4200(a)(15) of the
Marketplace Rules of the Nasdaq Stock Market, as may be modified or supplemented. Messrs. Kesler,
Thompson, and Jackson are the current members of the Audit Committee. Mr. Thompson was appointed to the
Audit Committee effective as of April 2, 2002. Mr. Johnson served as a member of the Audit Committee in fiscal
2002 until Mr. Thompson’s appointment. The Audit Committee met eleven times during the 2002 fiscal year.

Dale Kesler has been designated by the Board of Directors as an audit committee financial expert. Mr.
Kesler was a former partner at Arthur Anderson and has served on various boards and audit committees of
publicly-held companies, thus the Board believes Mr. Kesler has the requisite understanding and experience to
meet such standard. In addition, the Board determined that Mr. Jackson and Mr. Thompson are financially
literate in the areas that are of concern to the Company, and are able to read and understand fundamental
financial statements. The Board has also determined that Mr. Kesler, Mr. Jackson, and Mr. Thompson each meet
the independence requirements set forth in the Rule 4200(a)(15) of the Marketplace Rules of the Nasdaq Stock
Market. No member of the Audit Committee participated in the preparation of the financial statements of the
Company or any, current subsidiaries of the Company at any time during the past three years. In addition, no
member of the Audit Committee accepted any consulting, advisory, or other. compensatory fee from the
Company, other than for service on the Board or its committees, and no member of the Audit Committee was an
affiliate  of the Company or any of its subsidiaries in fiscal 2003.

Report of the Audit Committee of the Board of Directors

The Board of Directors adopted a formal written charter for the Audit Committee on September 27, 1999,
and has reviewed and reassessed the adequacy of the charter on an annual basis. The Audit Committee
subsequently amended and rest’éted the Audit Committee charter on January 21, 2000, on September 5, 2001, on
October 13, 2003, and again on December 5, 2003 in accordance with the Marketplace Rules of the Nasdaq
Stock Market and the regulations of the Securities and Exchange Commission (the “SEC”) regarding audit
committees. The current Audit Committee Charter is attached hereto as Appendix B. ‘

In fulfilling its responsibilities as set forth in its charter, the Audit Committee reviewed and discussed with
management the Company’s audited financial statements for the fiscal year ended November 30, 2002. The
Audit Committee also discussed with the Company’s independent auditors for fiscal 2002, KPMG LLP
(“KPMG”), the matters required to’be discussed by Statement on Auditing Standards No. 61, Communication
with Audit Committees, as amended by Statement on Auditing Standards No: 90, Audit Commitiee
Communications.

The Audit Committee received the written disclosures and the letter from KPMG required by Independence
Standards Board Standard No. 1, Independence Discussions with Audit Committees, and discussed with KPMG
their independence with respect to the Company.



The Audit Committee reviewed and discussed with internal audit services the audit scope and plan for fiscal
2003, significant audit findings during fiscal 2002 and management’s response thereto.

Based on these reviews and discussions and in reliance thereon, the Audit Committee recommended to the
Board of Directors that the audited financial statements for the fiscal year ended November 30, 2002 be included
in the Company’s Annual Report on Form 10-K for the fiscal year ended November 30, 2002 as filed with the
SEC on February 28, 2003, and amended by filings with the SEC on March 31, 2003, April 28, 2003, and July 9,
2003, and the Board of Directors approved the recommendation.

The Audit Committee reviewed and discussed the Company’s financial statements for the quarterly periods
ended February 28, 2003 and May 31,.2003 with KPMG, and reviewed and discussed the Company’s financial
statements for the quarterly period ended August 31, 2003 with Grant Thornton LLP, the Company’s new
independent auditors.

Dale V. Kesler
John L. (*J.L..”") Jackson
Jere W. Thompson

Principal Accountant Fees

The following table summarizes the fees paid or payable to KPMG for services rendered for the fiscal year
ended November 30, 2002 (in thousands). ’

AUdIE FEeS .ot e $1,086
Financial Information Systems Design and Implementation Fees '
All Other Fees: '
AuditRelatedFees . ......................... e e $544
Tax FeeS . oot _9_5_§ 1,500
$2,586

The Audit Committee has considered whether the provision of financial information systems design and
implementation services and other non-audit services is compatible with maintaining the principal accountant’s
independence. ' o ' ' o

Changes in Principal Independent Accountant

. On July 31, 2003, KPMG resigned as the principal independent accountants and auditors of the Company.
The audit reports of KPMG on the consolidated financial statements of the Company and subsidiaries as of and
for the years ended November 30, 2002 and 2001 did not contain any adverse opinion or disclaimer of opinion,
nor were they qualified or modified as to uncertainty, audit scope, or accounting principles. The resignation of
KPMG was not recommended or approved by the Board of Directors nor any audit or similar committee of the
Board of Directors. ' B

In connection with the audits of the Company’s two most recent fiscal years ended November 30, 2002, and
the subsequent interim period through July 31, 2003, there were no disagreements with KPMG on any matter of
accounting principles or practices, financial statement disclosure, or auditing scope or procedures, which
disagreements if not resolved to its satisfaction would have caused KPMG to make reference to the subject
matter of such disagreements in connection with its opinion.

In connection with the audits of the Company’s two most recent fiscal years ended November 30, 2002 and
the subsequent interim period through July 31, 2003, there were no. “reportable events” as that term is defined in
Item 304(a)(1)(v) of Regulation S-K, except that KPMG issued a management letter in connection with its audit
of the Company’s financial statements for the fiscal year ended November 30, 2001, which identified “material
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weaknesses” (as defined under standards established by the American Institute of Certified Public Accountants)
in the Company’s Mexico operations. These material weaknesses were insufficient documentation of accounting
entries and procedures, failure to timely reconcile accounts receivable and accounts payable, inaccurate inventory
aging, and lack of information technology controls to minimize the risk of data manipulation. Although there
were no material weaknesses in the Company’s internal controls on a consolidated basis for the fiscal year ended
November 30, 2002, KPMG, in connection with its audit of the Company’s consolidated financial statements for
the fiscal year ended November 30, 2002, identified a material weakness at the Company’s Mex1co subsidiary
level that relates to the-reconciliation of certain manual accounting systems in Mexico.

In the second and third quarters of 2003, the Company implemented a system to increase automation of the
activation process in order to reduce and/or eliminate duplicate activations and omissions and also has reduced
the number of agents. In addition, the Company’s manual reconciliation process with one of its major carrier
customers previously involved numerous transactions and disputed items. The Company and the carrier customer
manually reconciled these accounts. The Company has simplified the business process with the customer and the

“account is now timely reconciled. In addition, the Company made significant management changes during fiscal
2002 and 2003 in its Mexico operat1ons

The audlt committee of the Company’s board of directors discussed these material weaknesses with KPMG.
KPMG has been authorized by the Company to respond fully to the i mqumes of Grant Thornton LLP concerning
these reportable events '

On August 6, 2003 the Company engaged the public accounting firm of Grant Thornton LLP (“Grant
Thornton”) as-its principal independent accountants and auditors. Such engagement was approved by the Board
and the Audit Committee on August 6 2003.

In the Company’s two most recent fiscal years and any subsequent interim period prior to the engagement of
Grant Thornton, neither the Company nor anyone acting on the Company’s behalf has consulted w1th Grant
Thornton regarding either:

(i) the application of accounting principles to a spe01f1ed transaction, either completed or proposed,
or the type of audit opinion that might be rendered on the Company’s financial statements, and neither a
written report was provided to the Company nor oral advice was provided that Grant Thornton concluded
was an important factor considered by the Company in reaching a decision as to the accounting, auditing, or
financial reporting issue; or

(ii) -any matter that was either the subject of a “disagreement,” as that term is defined in Item
"304(a)(1)(iv) of Régulation S-K and the related instructions to Item 304 of Regulation S-K, or a “reportable
event,” as that term is defined in Item 304(a)(1)(v) of Regulation S-K.



PROPOSAL I

APPROVAL OF THE CELLSTAR CORPORATION
2003 LONG-TERM INCENTIVE PLAN

The Board of Directors has adopted the 2003 Incentive Plan effective as of March 13, 2003. A copy of the
2003 Incentive Plan, which is being submitted for stockholder approval at the Meeting, is attached to this Proxy
Statement as Appendix C. The 2003 Incentive Plan will replace the 1993 Plan, which expired on December 3,
2003.

The following is a brief summary of certain provisions of the 2003 Incentive Plan, which summary is
qualified in its entirety by reference to the full text of the 2003 Incentive Plan. Stockholders are urged to review
carefully the entire text of the 2003 Incentive Plan attached hereto as Appendix C.

Administration of the 2003 Incentive Plan

The 2003 Incentive Plan may be administered by the Board or by a committee of the Board. The
Compensation Committee of the Board currently recommends any actions to be taken pursuant to the 2003
Incentive Plan to the full Board, who then acts on the recommendation. References to the “Committee” in this
discussion of Proposal II shall mean the Board or a committee appointed by the Board to administer the 2003
Incentive Plan. Any member of the Compensation Committee may be removed, with or without cause, from the
Compensation Committee at any time by resolution of the Board. The Committee has, subject to the terms of the
2003 Incentive Plan, the sole authority to grant Awards (as hereinafter defined) thereunder, to construe and
interpret the 2003 Incentive Plan, and to make all other determinations and take any and all actions necessary or
advisable for the administration of the 2003 Incentive Plan. Any interpretation, determination, or other actions
made or taken by the Committee will be final, binding, and conclusive on all parties.

Notwithstanding the foregoing, the Board may delegate to the Chief Executive Officer (“CEQ”) of the
Company the authority, subject to the terms of the 2003 Incentive Plan and such terms as the Board shall
determine, to determine and designate from time to time the eligible persons to whom Awards may be granted
and to perform other specified functions under the 2003 Incentive Plan.

Eligibility

Any employee, -director, or advisor of the Company or its subsidiaries is eligible to participate in the 2003
Incentive Plan; however, only employees of the Company and its subsidiaries are eligible to receive incentive
stock options. The Committee determines which of the eligible participants qualify to receive Awards under the
2003 Incentive Plan. As of the end of fiscal 2003, it was expected that 5 directors and approximately
95 employees would be eligible to participate in-the 2003 Incentive'Plan. Unless earlier terminated by action of
the Board of Directors or the Comunittee, the 2003 Incentive Plan will terminate on March 12, 2013.

Description of Awards

The 2003 Incentive Plan provides for the grant of any or all of the following types of awards (collectively,
“Awards”): (i) stock options, including “incentive stock options,” within the meaning of Section 422 of the
Internal Revenue Code of 1986, as amended (the “Code”), and non-qualified stock options; (ii) stock
appreciation rights, in tandem with stock options or freestanding; (iii) restricted stock; and (iv) cash awards.
Awards may be granted singly, in combination, or in tandem, as determined by the Committee in its discretion.
The Committee generally has the authority to fix the terms and number of Awards to be granted under the 2003
Incentive Plan; provided that no participant may receive during any fiscal year Awards covering an aggregate of
more than 150,000 shares of Common Stock under the 2003 Incentive Plan. With respect to any restrictions
(“Mandated Restrictions”) under the 2003 Incentive Plan that are based on the requirements of Rule 16b-3 of the
Securities Exchange Act of 1934, as amended (the “Exchange Act”), Sections 422 or 162(m) of the Code, the
rules of any exchange upon which the Company’s securities are listed, or any other applicable law, rule, or
restriction (collectively, “Applicable Law”), to the extent that any such Mandated Restrictions are no longer
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required by Applicable Law, the Committee and the CEO, as applicable, shall have the discretion and authority
to grant Awards under the 2003 Incentive Plan that are not subject to such Mandated Restrictions and to waive
any such Mandated Restrictions with respect to outstanding Awards.

Stock options are exercisable to purchase Common Stock during a period specified in each option
agreement and are exercisable in installments pursuant to a vesting schedule designated by the Committee. Stock
appreciation rights entitle the holder to receive cash or (in the discretion of the Committee) shares of Common
Stock having a value equal to the appreciation in the fair market value of the Common Stock underlying the stock
appreciation right from the date of grant to the date of exercise. Restricted stock awards give the recipient the
right to receive a speciﬁed number of shares of Common Stock, subject to such terms, conditions, and
restrictions as the Committee deems appropriate. Restrictions may include limitations on the right to transfer or
encumber the restricted stock until the expiration of a specified period of time and forfeiture of the restricted
stock upon the occurrence of certain events such as termmatlon of employment prior to the expiration of a
specified period of time.

An aggregate of 1,000,000 shares of Common Stock are currently authorized and reserved for issuance
under the 2003 Incentive Plan, subject to adjustments as described under “Adjustments” below. Shares to be
optioned and sold may be made available from either authorized but unissued Common Stock, Common Stock
held by the Company in its treasury or Common Stock purchased by the Company on the open market or
otherwise. If an option granted under the 2003 Incentive Plan terminates or expires without having been
exercised in full, or restricted'stock granted under the 2003 Incentive Plan is forfeited for any‘reason, the
unexercised or forfeited shares will be available for further grants of Awards under the 2003 Incentive Plan.

The 2003 Incentive Plan requires that the purchase price per share under any option or stock appreciation
right may not be less than 100% of the fair market value of the underlying shares of Common Stock on the date
of grant, 'or 110% of such value in the case of incentive stock options granted to any employee owning more than
ten percent of the total combined voting power of all classes of stock of the Company (a “Ten Percent Owner”).
In addition, the term of any option or stock appreciation right may not exceed ten years, or five years in the case
of incentive stock options granted to a Ten Percent Owner. No option may be exercised beyond the expiration of
its term. Vesting schedules for outstanding options may range from 100% vesting on the first anniversary of the
date of grant to 25% vesting per year, generally beginning on the first anniversary of the date of grant..In
addition, the vesting of certain outstanding options may be tied to the achievement of performance goals. The
aggregate fair market value of Common Stock with respect to which incentive stock options are exercisable for
the first time by any individual during any calendar year may not exceed $100,000.

The 2003 Incentive Plan provides that, in the event of a Change of Control, all unvested options and stock
appreciation rights will become fully exercisable, and all restrictions will lapse with respect to outstanding shares
of restricted stock. “Change of Control” is defined as the occurrence of any of the following events: (i) any
consolidation, merger, or share exchange of the Company in which the Company is not the continuing or
surviving corporation or pursuant to which shares of Common Stock would be converted into cash, securities, or
other property, other than a consolidation, merger, or share exchange of the Company in which the holders of
Common Stock immediately -prior to such transaction have the same proportionate ownership of common stock
of the surviving. corporation immediately after such transaction; (ii) any sale, lease, exchange, or other transfer
(excluding transfer by way of pledge or hypothecation), in one transaction or a series of related transactions, of
all or substantially all of the assets of the Company; (iii) approval by the stockholders of the Company of any
plan or. proposal for the liquidation or dissolution of the Company; (iv) the cessation of control (by virtue of their
not constituting a majority of directors) of the Board by the individuals (the “Continuing Directors”) who (x) at
the effective date of the 2003 Incentive Plan were directors or (y) become directors after the effective date of the
2003 Incentive Plan and whose election or nomination for election by the Company’s stockholders was approved
by a vote of at least two-thirds of the directors then in office who were directors at the effective date of the 2003
Incentive Plan or whose election or nomination for election was previously so approved; or (v) in a Chapter 11
bankruptcy proceeding, the appointment of a trustee or the conversion of a case involving the Company to a case
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under Chapter 7. To the extent that a participant’s employment agreement differs from the 2003 Incentive Plan
with respect to the meaning of “Change of Control,” if such employment agreement has been approved by the
Committee, the definition included in such employment agreement will govern. :

The exercise price for any option may be paid as follows: (i) in cash or by certified check, bank draft, or
money order payable to the order of the Company; (ii) in Common Stock (including restricted stock) owned by
the participant and valued at its fair market. value on the date of exercise, and which the participant has not
acquired from the Company within six months prior to the date of exercise; (iii) by delivery (including by fax) to
the Company or its designated agent of an executed irrevocable option exercise form together with irrevocable
instructions from the participant to a broker or.dealer, reasonably acceptable to the Company, to sell certain of
the shares of Common Stock purchased upon exercise of the option or to pledge such shares as collateral for a
loan from a third party and promptly deliver to the Company the amount of sale or loan proceeds necessary to
pay such purchase price, and/or (iv) in any other form of valid consideration that is acceptable to the Committee
in its sole discretion. Except as may otherwise be provided in an option agreement, if the participant fails to pay
for any of the option shares or fails to accept delivery of those shares, the participant’s right to purchase such
shares may be forfeited. The closing price of the Common Stock on November 28, 2003, as quoted by the
Nasdaq Stock Market, was $13.83. ‘

The 2003 Incentive Plan provides that unless otherwise permitted by the Committee i in its sole discretion, in
the event of termination of a participant’s service with the Company (i) any options and/or stock appreciation
rights held by such participant may be exercised, to the extent exercisable on the date of termination, (a) for 12
months after termination, if termination is due to death or disability; (b) for three months after termination, if
termination is due to retirement; and (c) for 30 days after termination, if termination is due to any reason other
than death, disability, or retirement; provided that no option or stock appreciation right may be exercisable
beyond its original expiration date; and (ii) any unvested shares of restricted stock held by such terminated
participant will be forfeited. If a participant forfeits unvested shares of restricted stock and has paid consideration
to the Company for such forfeited restricted stock, the Company is required to repay to the participant an amount
equal to the lesser of the total consideration paid by the participant for such forfeited shares or the fair market
value of such forfeited shares as of the date of the participant’s termination.

Restrictions

The options and stock appreciation rights granted under the 2003 Incentive Plan are not transferable or
assignable other than by will or by the laws of descent and distribution. The designation by a participant of a
beneficiary will not constitute a transfer of a stock option or stock appreciation right. Notwithstanding the
foregoing, the Committee may, in its sole discretion, provide in an award agreement that non-qualified stock
options or stock appreciation rights may be transferable (subject to certain restrictions for part1c1pants subject to
the reporting requirements under Secuon 16 of the Exchange Act).

" The Company is not required to sell or issue shares of Common Stock under any Award if the Committee
determines, in its sole discretion, (i) that issuance of Common Stock would violate any provisions of any law or
regulation of any governmental authority or any national securities exchange or inter-dealer quotation system or
other forum in which shares of Common Stock are quoted or ttaded (including Section 16 of the Exchange Act
and Section 162(m) of the Code) or (ii) that a necessary listing or quotation of the shares of Common Stock on a
stock exchange or inter-dealer quotation system or any registration under state or federal securities laws required
under the circumstances has not been accomplished. As a condition of any sale or issuance of shares of Common
Stock under an Award, the Committee may require such agreements or undertakings, if any, as the Committee
may deem necessary or advisable to assure compliance with any such law or regulation.

Adjustments

The 2003 Incentive Plan prbvidés that (i) the maximum number of -shares that may be awarded under the
2003 Incentive Plan and the maximum number of shares that may be awarded to any participant, (ii) the number
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of shares subject to outstanding options and stock appreciation rights and the exercise prices of such options and
stock appreciation- rights, and (iii) the number of outstanding shares of restricted stock, are subject to such
adjustments as are appropriate to reflect any stock dividend or other distribution, recapitalization, stock split,
reverse stock split, rights offering, reorganization, merger, consolidation, split-up, split-off, share combination,
subdivision of shares, share repurchase, exchange of shares, issuance of warrants or other rights to purchase
shares, or other similar corporate transaction or event affecting the Common Stock. No adjustment shall be made
for the issuance of securities.for consideration, as may be determined by the Board of Directors.

If the Company merges or consolidates and the Company is not the surviving or resulting corporation, each
share of Common Stock subject to an outstanding Award will be substituted for that number of shares of stock or
that amount of- cash or property of the surviving, resulting, or consolidated company that were distributed or
distributable to the stockholders of the Company in respect to each share of Common Stock held by them and
such outstanding Award will be thereafter exercisable for such stock, cash, or property in accordance with its
terms. If the Company transfers all or substantially all of its assets to another entity or dissolves or liquidates or
winds up its affairs, then each participant may thereafter receive upon exercise of an Award, the same kind and
amount of any securities or assets as may be issuable, distributable, or payable upon any such sale, dissolution,
liquidation, or winding up with respect to each share of Common Stock as if such Award had been exercised
immediately prior to such sale, dissolution, liquidation, or winding up. Notwithstanding these adjustment
provisions, all Awards granted under the 2003 Incentive Plan may be canceled by the Company, in its sole
discretion, upon a merger, consolidation, or share exchange of the Company in which the Company is not the
surviving or-resulting corporation, or the reorganization, proposed sale of all or substantially all of the assets of
the Company, or dissolution or liquidation of the Company, subject to each participant’s right to exercise his or
her option or stock appreciation rights for a period of 30 days immediately preceding the effective date of such
event. R

Upon the occurrence of an event requiring adjustment of the exercise price or shares issuable upon exercise,
the Company is required to mail a copy of its computation of the adjustment to all participants, which will be
binding on each participant.

If the Company makes a partial distribution of its assets in the nature of a partial liquidation (except for
certain cash dividends) then the exercise price then in effect with respect to each outstanding stock option and
stock appreciation right will be reduced in proportion to the percentage reduction in the tangible book value of
the shares of Common Stock as a result of such distribution.

Amendment of the 2003 Incentive Planu v

The Board of Directors or, if authorized, a committee of thé Board, may from time to time discontinue or
amend the 2003 Incentive Plan without the consent of the stockholders unless stockholder approval is required
under the Code or if required by any law, regulation, or stock exchange or inter-dealer quotation system on which
the shares of Common Stock to be issued pursuant to an Award are listed or quoted. Neither the Board of
Directors, nor any committee of the Board, may increase the number of shares authorized and reserved for
issuance under the 2003 Incentive Plan without stockholder approval. In addition, if an amendment would
adversely affect an outstanding Award, the consent of the participant holding that Award must be obtained.

Summary of Certain Federal Income Tax Consequences of the 2003 Incéﬁtive Plan

Incentive Stock Options. No taxable income is realized by a participant and no tax deduction is available to
the Company upon either the grant or exercise of an incentive stock option. If a participant holds the shares
acquired upon the exercise of an incentive stock option for more than one year after the issuance of the shares
upon exercise of the incentive stock option and more than two years after the date of the grant of the incentive
stock option (the “ISO Holding Period”), the difference between the exercise price and the amount realized upon
the sale of the shares will be treated as a long-term capital gain or loss and no deduction will be available to the
Company. If the shares are transferred before the expiration of the ISO Holding Period, the participant will
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realize ordinary income on the portion of the gain, if any, equal to the difference between the incentive stock
option exercise price and the fair market value of the shares on the date of exercise or, if less, the difference
between the amount realized on the disposition and the adjusted basis of the stock. The Company will also be
entitled to a deduction on such amount unless such amount exceeds the Deduction Limitation and does not satisfy
an exception to the Deduction Limitation. See “Executive Compensation—Report of the Compensation
Committee of the Board of Directors on Executive Compensation—Internal Revenue Code Section 162(m).”
Any further gain or loss from an arm’s-length sale or exchange will be taxable as a long-term or short-term
capital gain or loss, depending upon the holding period before disposition. Certain special rules apply if an
incentive stock option is exercised by tendenng stock.

The difference between the incentive stock option exercise price and the fair market value at the time of
exercise of the Common Stock.acquired upon the exercise of the incentive stock option may give rise to
alternative minimum taxable income subject to an alternative minimum tax whether or not the participant makes
a disposition of such shares. Special rules also may apply in certain cases where there are subsequent sales of
shares in disqualifying dispositions and to determine the basis of the stock for purposes of computing alternative
minimum taxable income on subsequent sale of the shares. :

Non-qualified Stock Options. No taxable income generally is realized by the participant and no deduction
is available to the Company upon the grant of a non-qualified stock option. Upon exercise of a non-qualified
stock option, the participant will realize ordinary income on the portion of the gain, if any, equal to the difference
between the non-qualified stock option exercise price and the fair market value of the shares on the date of
exercise. The Company will also be entitled to a deduction on such amount unless such amount exceeds the
Deduction Limitation and does not satisfy an exception to the Deduction Limitation. See “Executive
Compensation—Report of the Compensation Committee of -the Board of Directors on Executive
Compensation—Internal Revenue Code Section 162(m).” The tax basis of shares acquired by the participant will
be the fair market value of such shares on the date of exercise. When a participant disposes of shares acquired
upon exercise of a non-qualified stock option, the difference between the fair market value of the shares on the
date of exercise and the amount realized upon the sale of the shares generally will be treated as a capital gain or
loss and will be long-term or short-term, depending on the holding period of the shares. The holding period
commences upon exercise of the non-qualified stock option. The exercise of a non-qualified stock option will not
trigger the alternative minimum tax consequences applicable to incentive stock options.

Stock Appreciation Rights. No taxable income is realized by a participant and no deduction is available to
the Company upon the grant of a stock appreciation right. Upon the exercise of the stock appreciation right, the
participant will realize ordinary income equal to the cash and/or the fair market value on the date of exercise of
the shares received from the Company. The Company will also be entitled to a deduction on such amount unless
such amount exceeds the Deduction Limitation and does not satisfy an exception to the Deduction Limitation.
See “Executive Compensation—Report of the Compensation Committee of the Board of Directors on Executive
Compensation—Internal Revenue Code Section 162(m).” The tax basis of any shares received by the participant
will be the fair market value on the date of exercise. When a participant disposes of shares received upon
exercise of a stock appreciation right, the difference between the fair market value of the shares on the date of
exercise and the amount realized upon the sale of the shares generally will be treated as a capital gain or loss and
will be long-term or short-term, depending on the holding period of the shares. The holding period commences
upon exercise of the stock appreciation right.

Restricted Stock. Unless a participant otherwise elects to be taxed upon receipt of shares of restricted stock
under the 2003 Incentive Plan, no taxable income is realized by the participant and no deduction is available to
the Company upon the grant of restricted stock. However, the participant will realize ordinary income on the
difference between the amount paid, if any, for the shares and the fair market value of the shares as of the first
date the participant’s interest in the shares is no longer subject to a substantial risk of forfeiture or such shares
become transferable. A participant’s rights in restricted stock awarded under the 2003 Incentive Plan are subject
to a substantial risk of forfeiture if the rights to full enjoyment of the shares are conditioned, directly or
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indirectly, upon the future performance of substantial services by the participant. Where. shares of restricted stock
received under the 2003 Incentive Plan are subject to a substantial risk of forfeiture, the participant can elect to
realize ordinary income on the difference betwéen the amount paid, if any, for the shares and the fair market
value of the shares on the date of receipt in the year of receipt. To be effective, the election must be filed with the
Internal Revenue Service within 30 days after the date the shares are transferred to the participant. The Company
will also be entitled to a deduction on the difference between the amount paid, if any, for the shares and the fair
market value of the shares on the date of receipt, unless such amount exceeds the Deduction Limitation and does
not satisfy an exception to the Deduction Limitation. See “Executive Compensation—Report of the
Compensation Committee of the Board of Directors on Executive Compensation—Internal Revenue Code
Section 162(m).” When a participant disposes of restricted shares received pursuant to the 2003 Incéntive Plan,
the difference between the fair market value of the shares on the date of receipt and the amount realized upon the
sale of the shares generally will be treated as a capital gain or loss and will be long-term or short-term, depending
on the holding period of the shares. The holding period commences on the date of receipt of the restricted shares.

Cash Awards. No taxable income is realized by a.participant and no deduction is available to the Company
upon the grant of a cash award if the award is subject to a substantial risk of forfeiture. However, the participant
will realize ordinary income equal to the cash and/or the fair market value of any shares of Common Stock
received from the Company as of the first date the award is no longer subject to a substantial risk of forfeiture.
Notwithstanding the foregoing, if a cash award is paid in whole or in part in shares of Common Stock and the
participant is subject to Section 16(b) of the Exchange Act on the date of receipt of such shares, the participant
generally will not realize ordinary income until the expiration of six months from the date of receipt, unless the
participant elects to realize ordinary income equal to the fair market value of the shares on the date of receipt.
The Company will also be entitled to a deduction on such amount, unless such amount exceeds the Deduction
Limitation and does not satisfy an exception to the Deduction Limitation. See “Executive Compensation—Report
of the Compensation Committee of the Board of Directors on Executive Compensation—Internal Revenue Code
Section 162(m).” No taxable income is realized by a participant and no deduction is available to the Company
with respect to any stock options received pursuant to-a cash award. Taxation to the participant (and deductibility
for the Company) with respect to such stock optlons will be governed by the same rules as set forth above with
respect to non-qualified stock options.

Other Tax Matters. If unmatured installments of Awards are accelerated as a result of a Change of
Control, any amounts received from the exercise by a participant of a stock option, the lapse of restrictions on
restricted stock, or the deemed satisfaction of conditions of performance-based awards may be included in
determining whether or not a participant has received an “excess parachute payment” under Section 280G of the
Code, which could result in (i) the imposition of a 20% federal excise tax (in addition to federal income tax)
payable by the participant on certain payments of Common Stock or cash resulting from such exercise or deemed
satisfaction of conditions of performance awards or, in the case of restricted stock, on all or a portion of the fair
market value of the shares on the date the restrictions lapse and (ii) the loss by the Company of a compensation
deduction.
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2003 Incentive Plan Benefits

Because awards under the 2003 Incentive Plan are discretionary, the Company cannot currently determine
the number of Awards that may be granted under the 2003 Incentive Plan. In fiscal 2003, pursuant to the 1993
Plan, the following individuals and groups were granted options to purchase shares of Common Stock in the

amounts indicated:

Name and Principal Position

Terry S. Parker .. ... e
Chief Executive Ofﬁcer '

A S HOME ..
Chairman, Chief Executive
Officer and General Manager of CellStar (Asia) Corporation Limited

Robert A. Kaiser .................. P P P
Senior Vice President and Chief Financial Ofﬁcer

Lawrence King .. ... i e
President and Chief Operating Officer of Asia-Pacific Region

Elaine Flud Rodriguez ......... ... i i e
Senior Vice President, Secretary and General Counsel

All Current Executive Officers as a Group . . .. ..o oot it i e e e
All Current Non-Executive Directors asaGroup . .. ... .. P

All Employees, Including Officers Other Than Executive Officers . ......................

Number of Options
Granted
Under 1993 Plan in
Fiscal 2003

50,000

50,000

50,000

200,000(1)
104,000
75,700

(1) Includes options to purchase 50,000 shares of Common Stock granted to executive officers not named in

the table.

The Board of Directors recommends a vote FOR the proposal to approve the 2003 Incentive Plan.




. SECURITY OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT

- The following table sets forth information with respect to the number .of shares of Common Stock
beneficially owned as of November 28, 2003, by (i) each person known by the Company to beneficially own
more than five percent (5%) of the outstanding shares of Common Stock; (ii) the Company’s Chief Executive
Officer andreach of the:Company’s-four other-most highly compensated executive officers who were serving as
such on November: 30, 2003,. based on salary and bonus earned during fiscal 2003 (collectively, the “Named
Executive Officers”); (iii) each director and nominee for director of the Company who was serving-in such
capacity on November 30, 2003; and (iv) all directors and executive officers of the Company as a group. Unless
otherwise noted, the persons named in the table have sole voting and investment power with respect to all shares
of Common Stock beneficially owned by them.

Amount and Nature of Percent of

Name of Beneficial Owner or Group -~ ' R ' Beneficial Ownership “Class(1)
Alan H. Goldfield(2), ..................... e 3,861,785(3) 18.8.
Michael A. Roth and Brian J. Stark(4) ............................ 4,276,492(5) 21.0
The Northwestern Mutual Life Company(6) ....................... 1,128,400(7) .55
Terry S. Parker(8) . ..ot 171,000(9)(10) *
AS.Horng(8) ............ e L 725,283(11) 3.5
Robert A. Kaiser(8)(12) . ..o v ittt e i 54,580(13) *
Lawrence King(8) .......... ... ... ... .. ...... T - 71,627(14) . *
Elaine Flud Rodriguez(8) . ............. T e 65,342(15) *
James L. Johnson(8) ....... P e e I e 20,000(9)(16) "
Dale V. Kesler(8) . et U S . 12,700(9)(17)(18) *
John L. (“JL) Jackson(8) .. ..., 14,500(9)(17) *
Jere W. Thompson(8) ... ... oot e 12,990(9)(17) *
Current Directors and Executive OfficersasaGroup ................ 1,165,847(19) 55

* Less than 1%.

(1) Based on 20,356,242 shares outstanding as of November 28, 2003.

(2) The address for Mr. Goldfield is 1851 Turbeville Road, Denton, Texas 76210.

(3) Includes 3,177,785 shares held in various entities controlled by Mr. Goldfield and his wife. Also includes
474,000 shares that are subject to a revocable (upon 90 days written notice) proxy granted to Mr. Goldfield
by Mr. A.S. Horng, which proxy gives Mr. Goldfield the right to vote such shares. Also includes 210,000
shares subject to options granted under the 1993 Plan, which options are exercisable within 60 days.

(4) The address for Messrs. Roth and Stark is c/o Stark Investments, 3600 South Lake Drive, St. Francis,
Wisconsin 53235.

(5) Based on an amended Schedule 13D filed with the Securities and Exchange Commission on November 24,
2003 by Michael A. Roth and Brian J. Stark, filing as joint filers pursuant to Rule 13d-1(k) under the
Exchange Act. Messrs.. Roth and Stark reported sole dispositive and sole voting power with respect to
4,276,492 shares.

(6) The address for The Northwestern Mutual Life Insurance Company (“Northwestern Mutual”) is 720 East
Wisconsin Avenue, Milwaukee, Wisconsin 53202.

(7) Based on an amended Schedule 13G filed with the SEC on February 12, 2003 by Northwestern Mutual,
Northwestern Mutual reported shared voting power and shared dispositive power with regard to the
1,128,400 shares as follows: 1,048,400 shares are owned directly by Northwestern Mutual. Northwestern
Mutual may be deemed to be the indirect beneficial owner of 80,000 shares owned by The Northwestern
Mutual Life Insurance Company Group Annuity Separate Account (“GASA”). Northwestern Investment
Management Company, LLC, a wholly-owned company of Northwestern Mutual, serves as an investment
advisor to Northwestern Mutual and GASA and shares voting and investment power with respect to all of
the aforementioned holdings.
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(8
®

(10)

(1)

12)
(13)

(14)
(15)
(16)
an

(18)
(19)

The address for such individual is 1730 Briercroft Court, Carrollton, Texas 75006.

Includes 1,500 shares subject to options granted under the Directors’ Plan, which options are exercisable
within 60 days.

Includes 132,000 shares subject to options ‘granted under the 1993 Plan, which options are exercisable
within 60 days, and 37,500 shares subject to options granted outside the 1993 Plan, which options are
exercisable within 60 days.

Includes 474,000 shares that are subject to a revocable (upon 90 days written notice) proxy to vote such
shares held by Alan H. Goldfield. Also includes 223,783 shares subject to options granted under the 1993
Plan, which options are exercisable within 60 days, and 27,500 shares subject to optlons granted outside
the 1993 Plan, which options are exercisable within 60 days.

Mr. Kaiser was appointed President and Chief Operating Officer of the Company on October 2, 2003.
Includes 52,500 shares subject to options granted under the 1993 Plan, which options are exercisable
within 60 days.

Consists of 71,627 shares subject to options granted under the 1993 Plan, which optlons are exercisable
within 60 days.

Includes 64,222 shares subject to options granted under the 1993 Plan, which options are exercisable
within 60 days.

Includes 14,000 shares subject to options granted under the 1993 Plan, which options are exercisable
within 60 days.

Includes 11,000 shares subject to options granted under the 1993 Plan, which options are exercisable
within 60 days. '

Includes 200 shares held jointly with Mr. Kesler's wife.

Includes shares subject to options held by directors and Named- Executive Officers more fully described in
footnotes 9 through 18 above, and 17,825 shares subject to options granted under the 1993 Plan to
executive officers not named in the table, which options are exercisable within 60 days. -
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EXECUTIVE COMPENSATION

Summary Compensation Table

The following table sets forth certain information regarding compensation paid to the Named Executive
Officers for each of the Company’s last three fiscal years.

Long Term
Annual Compensation Compensation Awards

Restricted  Securities
Other Annual Stock Underlying All Other

o Salary Bonus Compensation Award(s) Options  Compensation
Name and Principal Position Year %) % $) $) #HM(Q2) $

Terry S. Parker ............. -2003. 950,000 B 3 — — 50,000 3,361(4)
Chief Executive Officer ’ 2002 950,000 380,000 — — —_ 3,777(4)

’ 2001  341,634(5) 200,000 — — 204,000 3,256(4)

AS. Homg‘ ................ 2003 900,000 3 — — — 1,539(8)
Chairman, Chief Executive 2002 841,818 1,566,966 (6) — — 260,000 1,539(8)

~ Officer and General 2001 800,133 300,000 — — — - 71,539(8)
Manager of CellStar
(Asia) Corporation Limited

Robert A. Kaiser ............ 2003 450,000 - - 37 — — 50,000 12,282(4)
President and Chief 2002 436,442(9) 675,000(10) — ' — 80,000 11,698(4)
Operating Officer ‘ - 2001 0 — — ‘ — — = —

Lawrence King ............. 2003 369,231 3 — — - 3,510(11)
President and Chief 2002 369,290 30,005 — — 7,000 - 3,365(11)

* Operating Officer of 2001 360,058 ~ - 70,780 — — 12,000 3,365(11)
Asia-Pacific Region :

Elaine Flud Rodriguez ......, 2003 285,000 3 — — 50,000 '4,663(4)
Senior Vice President, 2002 285,000 115,000 — —_ 10,000 4,113(4)
Secretary and General i 2001 265,000 35,774 — — 15,000 3,945(4)
Counsel b

(1) Reflects options to acquire shares of Common Stock. The Company has not granted stock appreciation rights.

(2) All figures in this column reflect an adjustment for the Company’s one-for-five reverse.stock split that was
effected on February 22, 2002 (the “Reverse Split”).

(3) Bonuses to be based .on .a combination of certain Company and individual or operating unit goals, to be
determined following the completion of the fiscal 2003 audit.

(4) Consists of insurance premiums paid by the Company and Company matchlng contributions to the named
executive’s 401(k) plan.

(5) Mr. Parker was appointed Chief Executive Officer of the Company on July 5, 2001.

(6) Includes a signing bonus of $1,500,000 paid upon the effective date of Mr. Horng’s new employment agreement

 dated July 5, 2002, with CellStar (Asia) Corporation Ltd (“CellStar Asia”).

(7) Pursuant to his employment agreement, as amended, the Company is obligated to' pay Mr. Kaiser the sum of
$500,000 relating to the timing of his promotion to President and Chief Operating Officer. The Company-recorded
this expense in its second fiscal quarter, however the amount has not been paid to Mr. Kaiser. Mr. Kaiser was
named President and Chief Operating Officer on October 2, 2003. See “Executive Compensation—Employment
Contracts and Termination of Employment and Change in Control Arrangements.”

(8) Consists of a Company matching contribution to its Hong Kong retirement plan.

(9) Mr. Kaiser was appointed Senior Vice President and Chief Financial Officer on December 12, 2001.

(10) Consists of a signing bonus of $300,000, $200,000 paid pursuant to Mr. Kaiser’s employment agreement, and a
bonus of $175,000 paid pursuant to the Incentive Plan. See “Executive Compensation—Employment Contracts
and Termination of Employment and Change in Control Arrangements.”

(11) Consists of insurance premiums paid by the Company and a Company matching contribution to its Hong Kong
retirement plan.
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Option Grants During 2003 Fiscal Year

The following table provides information related to options granted to the Named Executlve Officers dunng
the fiscal year ended November 30, 2003.

Potential Realizable
Value at Assumed

Individual Grants Annu;l Rlz:tes of
Number of % of Total . tock
Securities Options Exercise Price A];gll:ematlon
Underl Granted t B .
gp(;:‘l.o)ltl‘:g Emrpallt;yeees (i)h oi;ri::e Option Term(1)
Name Granted(#)(2) Fiscal Year ($/Sh)(3) Expiration Date 5% ($) 10% ($)
Terry S. Parker . ............ L 50,000 17.62 5.45 January 31, 2013 171,374 434,295
AS Homg ................... — — — — — —
Robert A, Kaiser .............. 50,000 17.62 5.45 Jamoary 31, 2013 171,374 434,295
LawrenceKing ............... — — — — — —
Elaine Flud Rodriguez . ......... 50,000 17.62 5.45 January 31,2013 171,374 434,295

(l) The potential realizable value portion of the table illustrates value that might be realized upon exercise of
the options immediately prior to the expiration of their term, assuming the specified compounded rates of
appreciation on the Common Stock over the term of the options. These numbers do not take into account
provisions of certain options providing for termination of the option following termination of employment,
nontransferability or vesting over periods of up to ten years.

(2) Reflects options to acquire shares of Common Stock. The Company has not granted stock appreciation
rights. The options become exercisable with respect to 25% of the shares covered thereby on each of the
first four anniversaries of the date of grant; provided, however, that 100% of the shares shall become
exercisable immediately upon the earlier to occur of (i) the successful completion of the divestiture of up to
70% of the equity ownership of the Company’s operations in the People’s Republic of China, Hong Kong,
and Taiwan (the “CellStar Asia Transaction”), if the CellStar Asia Transaction yields to the Company
proceeds of $50.0 million or more in cash or cash equivalents, or (ii) if the Named Executive Officer’s
employment is terminated without cause. In the event of a “change of control” (as defined in the 1993 Plan),

. any unexercisable portion of the options will become immediately exercisable.

(3) The exercise price is equal to the fair market value of the Common Stock on the date of grant. The option
exercise price may be paid as follows: (a) in cash or by certified check, bank draft or money order payable
to the order of the Company; (b) in Common Stock (including restricted stock), valued at its fair market
value on the date of exercise; (c) by delivery to the Company or its designated agent of an executed
irrevocable option exercise form together with irrevocable instructions from the optionee to a broker or
dealer, reasonably acceptable to the Company, to sell certain of the shares of Common Stock purchased
upon exercise of the stock option or to pledge such shares as collateral for a loan to a third party and
promptly deliver to the Company the amount of sale or loan proceeds necessary to pay such purchase price;
and/or (d) in any other form of valid consideration that is acceptable to the Compensation Comrmttee of the
Board of Directors in its sole discretion. .
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Aggregated Option Exercises During 2003 Fiscal Year and Fiscal Year End Option Values

" The following table provides information related to options exercised by the Named Executive Officers
during the fiscal year ended November 30, 2003 and the number and value of options held on November 30,
2003. The Company does not have any outstandmg stock appreciation rights. None of the Named Executive
Officers in the table below exercised any options in fiscal 2003.

UN:ilmber otijSecuritiesd V?‘lui,;)f Une();ercised In-
nderlying Unexercise: the-Money Options at

A cz;‘;f; on  RuMe. Options at FY-End @#(1) FY-End ($)(1)(3)

Name i ) Exercise #)(1) $2) Exercisable Unexercisable Exercisable Unexercisable

Terry S.Parker ................ C— S — 157,250 . 102,250 549,010 608,315
AS.Homg ................... . — - 213,712 217,571 671,950 2,015,850
Robert A. Kaiser .............. — . _ 20,000 110,000 - 184,600 972,800
LawrenceKing .. .............. R — 64,720 13,407 43,408 76,763
Elaine Flud Rodriguez .......... — —_ 42,655 67,818 57,238 | 523,887

(1) Al figures in this column reflect an adjustment for the Reverse Split.
(2) Value realized is calculated based on the difference between the option exercise price and the closing
market price of the Common Stock on the date of exercise multiplied by the number of shares to which the
- exercise related.
(3) The closing price for the Common Stock, as reported by the Nasdaq Stock Market on November 28, 2003,
" the last trading day of fiscal 2003, was $13.83. The value of unexercised in-the-money options is calculated
on the basis of the difference between the option exercise price and $13.83 multiplied by the number of
shares of Common Stock underlying the option. -

Equity Compensation Plan Information

- The followmg table sets forth 1nformat10n about the Company s equity compensation plans as of
November 30, 2003:

Number of Securities Number of Securities
to be Issued Upon . . Remaining Available for
Exercise of Weighted Average Future Issuance
. Outstanding Exercise Price of (Excluding Securities
] l_’lan_(}ats_go_ry ‘ Options (1), Outstanding Options (1)  Reflected in First Column)
Equity coriipensation plans approved by’ . '
security holders ..................... 1,666,458(2) $21.40 298,033(3)
Equity compensation plans not approved by
security holders . ........... PRI 160,000(4)(5) $ 544 0
Total .......... e 1,826,458 298,033

(1)" The Company does not have outstanding any warrants or rights to purchase Common Stock, with the
exception of rights outstanding pursuant to its amended and restated stockholder rights plan, which rights
are offered to all stockholders on a pro rata basis.

(2) Consists of 1,658,958 shares of Common Stock issued pursuant to the 1993 Plan and its predecessors, and
7,500 shares of Common Stock issued pursuant to the Directors’ Plan.

(3) “Consists of 280,033 shares of Common Stock which may be issued ‘pursuant to the 1993 Plan and its

* predecessors, and 18,000 shares of Common Stock which may be issued pursuant to the Directors’ Plan.

(4) "On July 5, 2001, the Company granted options to purchase 50,000 shares of Common Stock at an exercise
price of $10.25 per share, adjusted to reflect the Reverse Split, to an executive officer. 25% of these options
vested immediately upon grant, and the remainder vest in 25% increments thereafter beginning on the first
anniversary of the grant date. The options expire on July 4, 2011, unless a termination of service occurs. In
addition, the options become immediately vested upon the occurrence of certain events, including
termination of employment by the Company without cause, Company Breach, or as a result of a change in
control, as such terms are defined in the executive officer’s employment agreement.
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(5) On September 10, 2002, the Company granted options to purchase 110,000 shares of Common Stock at an
exercise price of $3.25 per share to an executive officer. The options vest in 25% increments beginning on
the first anniversary of the grant date, provided, however, that none of the shares become exercisable until
the plan is approved by stockholders. The options expire on September 9, 2012, unless a termination of
service occurs. ' '

Compensation of Directors

- During the fiscal year ended November 30, 2003, each director of the Company who was not an officer or
other employee of the Company received an annual retainer fee of $25,000, plus $1,500 for each meeting of the
Board of Directors or committee of the Board of Directors that he attended and $750 for each telephonic Board
of Directors or committee meeting that he attended. To the extent that any committee meeting is held on the same
day as a full Board of Directors meeting or another committee meeting, only one $1,500 or $750 fee (as
applicable) was paid. The Company also pays a per diem fee of $1,500 to each non-employee director for each
day such director performs additional services for the Company at the request of the Chief Executive Officer.
There were no per diem fees paid to any diréctor for the fiscal year ended November 30, 2003.

In July 2001, Mr. Johnson was elected Chairman of the Board of Directors and the Company entered into an
agreement with Mr. Johnson whereby he would receive annual compensation of $250,000 for serving as
non-executive Chairman of the Board of Directors, in addition to whatever compensation and expense
reimbursement he is entitled to as a non-employee director. Mr. Johnson received $250,000 for his services as
Chairman during fiscal 2003, in addition to director and retainer fees as described above.

Pursuant to the Directors’ Plan, each non-employee director automatically receives an option (the “Initial
Option™) to purchase 1,500 shares of Common Stock upon becoming a non-employee director. In addition to the
Initial Option, each non-employee director receives an annual grant pursuant to the 1993 Plan of an option (the
“Annual Option™) to purchase 1,000 shares of Common Stock, which option will be automatically granted on the
date of the first full Board of Directors meeting following the end of each fiscal year. The Annual Option will
vest with fespect to 25% of the shares covered thereby on each of the first four anniversaries of the date of grant
and will expire ten years following the date of grant. The exercise price of all options granted to non-employee
directors must be equal to the fair market value of the Common Stock on the date of grant. The Directors’ Plan
expires on March 3, 2004. The Company expects to make similar grants of options under the 2003 Incentive
Plan.

In addition to the Annual Option, and in recognition of the key roles the Company’s directors have played in
the CellStar Asia Transaction, each non-employee director was granted options to purchase shares of Common
Stock (the “Transaction Options”) containing certain incentives for the completion of the CellStar Asia
Transaction. The Transaction Options were granted on January 22, 2003 at an exercise price of $5.45 per share,
which was the closing sale price of the Common Stock on the grant date, and will become exercisable with
respect to 25% of the shares covered by the Transaction Options on each anniversary of the grant date; provided,
however, that 100% of the shares shall become exercisable immediately upon the earlier to occur of (i) the
closing of the CellStar Asia Transaction, if the CellStar Asia Transaction yields to the Company proceeds of
$50.0 million or more in cash or cash equivalents, (ii) if the grantee is a non-employee director, such person is
not nominated and re-elected to the Board of Directors, or (iii) if the grantee is an employee, such person’s
employment is terminated without cause. The Transaction Options will terminate if not exercised within 10 years
from the grant date. ' ’

Directors who are also employees of the- Company receive no additional compensation for serving as
directors. All directors of the Company are entitled to reimbursement of their reasonable out-of-pocket expenses
in connection with their travel to, and attendance at, meetings of the Board of Directors or committees thereof.
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Mr. Kamm was nominated to and elected by. the Board of Directors on December 5, 2003. See “Meetings of
Directors and Committees—Nominating Committee.” Since the beginning of fiscal 2003, the Company has paid
Mr. Kamm $69,018 in consulting fees through his company, Asia Pacific Resources Inc. Mr. Kamm s consulting
agreement with the Company terminated in June 2003.

Empioyment Contracts and Termination of Employment and Change in Control Arrangements

The Company entered into employment agreements (collectively, the “Employment Agreements” or
individually, an “Employment Agreement”) with Mr. Parker, Mr. Horng, Mr. Kaiser, and Ms. Rodriguez
(collectively, the “Executives” and individually, an “Execunve”) effective July 5, 2001, July 5, 2002,
December 12, 2001, and January 21, 2000, respectively. Mr. King does not have an employment agreement with
the Company. The Employment Agreements of Messrs. Parker, Horng, Kaiser, and Ms. Rodriguez provide for
annual base salaries of $850,000, $900,000, $450,000, and $250,000, respectively, which may be increased by
the' Board of Directors. Mr, Kmser also received a signing bonus of $300,000. Mr. Horng received a signing
borus of $1.5 million, Sllb_]ect to fepayment provisions if Mr. Horng terminates his Employment Agreement
under certain conditions, and a success bonus of $1.5 million payable upon completion of the CellStar Asia
Transaction; provided, however, that in the event the market capitalization of the new entity formed to hold the
Company’s Asian operations (“New CellStar Asia”) at the time of the initial public offering of New CellStar
Asia on the Stock Exchange of Hong Kong (as determined by CellStar, New CellStar Asia, and the underwriters)
is $250.0 million or greater, the success bonus will be increased to $2.5 million. The Employment Agreement
with .Mr. Horng will terminate upon completion of ‘the CellStar Asia Transaction without payment of
compensation and will be replaced by a new employment agreement between New CellStar Asia and Mr. Horng.
Each of the Employment Agreements also provides that the Executive is eligible to participate in an annual
incentive plan approved by the Board of Directors during the term of his or her Employment Agreement.

Pursuant to his original Employment Agreement, the Company acknowledged Mr. Kaiser’s desire to assume
greater responsibility for business operations,. particularly in the North American Region of the Company’s
subsidiary, CellStar, Ltd. (“Employer”). Employer agreed to establish an escrow account in the amount of
$700,000, which amount. was to be paid to Mr. Kaiser in the event that he was not named as Senior Vice
President of the- Company. and President of Employer’s North American Region on or before June 1, 2002.
Mr. Kaiser, the Company, and Employer executed a First Amendment to Employment Agreement, effective as of
April 2,-2002, which removed the requirement for the escrow and extended the date for the Company and
Employer to name Mr. Kaiser as Senior Vice President of the Company and President of Employer’s North
American Region to on or before September 1, 2002. Mr. Kaiser, the Company, and Employer executed a Second
Amendment to Employment Agreement, effective as of September 10, 2002, which provided for the payment of
$200,000 to Mr. Kaiser in consideration for Mr. Kaiser’s agreement to further extend the date by which he would
be named ag Senior Vice President of the Company and President of Employer’s North American Region to on
or before March 1, 2003. This amendment further reduced the amount payable in the event Mr. Kaiser is not so
named to $500, 000. Mr. Kaiser, the Company, and Employer executed a Third Amendment to Employment
Agreement as of February 28, 2003, extending the date by which he would be named as Senior Vice President of
the Company and President of Employer’s North American Region to on or before May 1, 2003. No additional
compensation was paid to Mr, Kaiser for such extension. Mr. Kaiser was named President and Chief Operating
Officer on October 2, 2003, Pursuant to his Employment Agreement, as amended, the Company is obligated to
pay Mr. Kaiser the sum .of. $500,000 related to the timing of his promotion. The Company recorded this expense
in its second fiscal quarter, however the amount has not been paid to Mr. Kaiser.

The Company is obligated, during the term of his Employment Agreement, to provide to Mr. Kaiser a life
insurance policy with a face amount of $1,500,000 and a disability insurance policy with an annual disability
benefit of $200,000 until attainment of age 65. The Company has in place insurance to cover a portion of such
expenses. Mr. Kaiser-and Mr. Herng are each eligible to participate in the life, health, and d1sab1hty insurance
programs customarily made available to employees of the Company. ‘
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Each of the Employment Agreements has an initial term of four years, except that of Mr. Horng.
Mr. Horng’s Employment Agreement expires on the fifth anniversary of the date on which the Board of Directors
notifies Mr. Horng that it has determined to discontinue the automatic daily extension of the Employment
Agreement. Pursuant to his Employment Agreement, Mr. Horng is an employee of CellStar (Asia) Corporation
Ltd., and any continuing obligations of the Company contained in his Employment Agreement will terminate
upon the completion of the CellStar Asia Transaction. Upon such termination, Mr. Horng’s outstanding options
to purchase Common Stock will expire 30 days after the termination date. All of the Employment Agreements
are subject to earlier termination as follows: (i) by the Company (a) due to the disability of the Executive, (b) for
“cause” or (c) “without cause”; or (i) by the Executive (a) upon a material breach by the Company of the
Employment Agreement (“Company Breach”) (b) within twelve months of a “change in control” or (c) without
*“good reason” (defined as termination for any reason other than Company Breach). If any Executive terminates
his or her employment due to Company Breach or if any Executive is terminated by the Company “without
cause,” he or she will be entitled to receive his or her accrued but unpaid base salary and annual incentive
payménts through the date of termination plus an amount equal to the product of (i)(a) his or her base salary plus
(b) the amount of his or her annual incentive payments for the preceding year divided by 365 and (ii) multiplied
by (a) with respect to the employees other than Mr. Horng, the lesser of (x) 720 or (y) the greater of the number
of days remaining in the term of his or her employment or 365 or (b) with respect to Mr. Horng only, the number
of days from the date the Board of Directors notifies Mr. Horng that it has determined to discontinue the
automatic daily extension of his Employment Agreement to the end of the term, which period shall equal five
vears. In the event of termination of employment after a “change in control,” each of the Executives will be
entitled to receive an amount equal to $100 less than'three times his or her “annualized includable compensatlon
for the base period” (as defined in Section 280G of the Code) or such lesser amount that is the maximum
payment permltted by the Code that does not constltute an excess parachute payment.”

Under the Employment Agreements, a termination will be deemed to be “without cause” if it is for any
reason other than due to the disability of the Executive or for “cause.” Under the Employment Agreements, a
termination will generdlly be considered to be for “cause” if it is due to the Executive’s (i) continued
unsatisfactory job performance after written warning or, in the cases of Messrs. Horng and Kaiser, gross
incompetence or, in the case of Mr. Parker, willful failure to perform his duties; (ii) misconduct or, in the cases of
Messrs. Horng and Kaiser, willful misconduct, that causes or is likely to cause material economic harm to, or
discredit to phe reputation of, the Company or its affiliated entities, (iii) failure to follow the directions of senior
management or the Boards of Directors of the Company or the Executive’s employer, (iv) conviction of or a plea
of nolo contendre to a felony involving moral turpitude or the entry of an order by any federal or state regulatory
agency prohibiting the Executive from participating in the affairs of the Company, or (v) any other material
breach of his or her Employment Agreement that is not cured within 30 days after recelpt of written notice from
the Company specifying the breach.

For purposes of the Employment Agreements a “changein control” will be deemed to occur upon the
occurrence of any of the following: (1) any consolidation or merger of the Company in which the Company is not
the continuing or surviving corporation or pursuant to.which shares of Common Stock would be converted into
cash, securities, or other property, other than a merger of the Company in which the holdets of Common Stock
immediately prior to the merger have the same proportionate ownership of common stock of the surviving
corporation immediately after the merger; (2) any sale, lease, exchange, or other transfer (in one transaction or a
series of related transactions) of all or substantially all of the assets of the’ Company; (3) any approval by the
stockholders of the Company of any plan or proposal for the liquidation or dissolution of the Company; (4) the
cessation of control (by virtue of their not constituting a majority of directors) of the Board of Directors by the
Continuing Directors (as defined in the Employment Agreements); or (5) subject to applicable law, in a
Chapter 11 bankruptcy proceeding, the appointment of a trustee or the conversion of a case involving the
Company 1o .a case under Chapter 7 of the United States Bankruptcy Code. Ms. Rodriguez’s Employment
Agreement was amended effective as of September 10, 2002 so that neither (i) the acquisition of beneficial
ownership of 15% of the voting power of the Company’s outstanding voting securities by any person or group
who beneficially owned less than 10% of such voting power on the date of the Employment Agreement, or the
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acquisition of beneficial ownership of an additional 5% of the voting power of the Company’s outstanding voting
securities by any person'or. group who beneficially owned at least 10% of such voting power on the date of the
Employment Agreement nor (ii) the.execution by the Company and a stockholder of a contract that by its termis
grants such stockholder or such stockholder’s affiliate the right .to veto or block decisions or actions of the Board
of Directors, would constitute a change-in control for purposes of the-Employment Agreement. This amendment
is consistent with the terms of the Employment Agreements of Messrs. Parker, Homng, and Kaiser

The Employment Agreements also provide that the Executives will be indemnified by the-Company to the
extent provided in the Company’s Certificate of Incorporation or bylaws as of the date of the Employment
Agreement and to the fullest extent permitted by changes to Delaware law The Employment Agreements of all
Executives include non-competition and conﬁdentlahty provisions.

Separation Agreement and Release. As of July 5, 2001, the Company entered into a Separation Agreement
and Release with Alan H. Goldfield, the Company’s former Chief Executive Officer and the holder of greater
than five percent of the outstanding Common Stock, under which the- Company may engage Mr. Goldfield to
provide information or assistance in. connection. with all matters relating to or arising out of his former
employment with the Company or pertaining to the general business operations of the Company. In return for
this information and assistance, the Company pays Mr. Goldfield his pre-approved, réasonable, actual, out-of-
pocket expenses plus the greater of $1,500 per day or the highest per day amount then being paid to members of
the Board for services other than services provided as a member of the Board. Under this Separation Agreement
and Release and until July 5, 2006, the Company must also provide Mr. Goldfield with a $5,000,000 term life
insurance policy and disability insurance with a:annual benefit-of $300,000 until age 65. The Company must also
provide Mr. Goldfield and his spouse, Shirley M. Goldfield; with reimbursement of medical and dental expenses
for the remainder of their respective lives, subject to certain conditions. For fiscal 2003, the Company paid
premiums of $48,384 related to term life insurance for Mr. Goldfield and $44;503 related to disability insurance
for Mr. Goldfield. In addition, the Company paid medical and dental insurance premiums of $13,790.28 for
Mr. and Mrs. Goldfield, $3,810 of which the Company- expects Mr. Goldfield to reimburse pursuant to the
Separation Agreement and Release. For fiscal 2003, thé Company paid Mr. Goldfield approximately $56,000 in
connection with services provided pursuant to his Separation Agreement and Release. -

Compensation Committee Interlocks and Insider Participation

For fiscal 2003 the Compensatlon Commrttee of the Board of D1rectors consisted of J.L. Jackson
(Chairman), James L. Johnson, and Jere W. Thompson No member of the Compensatron Committee is or has
been an officer or employee of the Company or any of its subsidiaries. In July 2001, Mr. Johnson was elected
Chairfnan of the Board of Directors and the Company entered into an’ agreément’ w1th Mr. Johnson whereby he
would receive annual compensation of $250,000 for serving as non-executive Chairman of the Board of
Directors, in addition to whatever compensation and expense reimbursement he is entitled to as a non-employee
Director. Mr. Johnson received $250,000 for his”s‘.ervices as Chairman during fiscal 2002, in addition to director
and retainer fees. Mr. Johnson was the only member of the Compensation Committee that had any relationship
requmng disclosure pursuant to Item 404 of Regulation S-K promulgated by. the SEC. No executive officer of the
Company served on the compensation. committee, or as a director, of another entity, one of whose executive
officers served on the Company s Compensatlon Comrrnttee or on its Board of Directors i 1n fiscal 2003.

Report of the Compensatlon Commlttee of the Board of Directors on Executive Compensatlon

General.- Subject to existing contractual obhgatrons the Compensation Committee of the Board of
Directors is primarily responsible for evaluating and recommending the Company’s executive compensation
policies and practices. The Compensation Committee also has the power to administer the 1993 Plan, the 2003
Incentive Plan, the Incentive Plan, and the Directors’ Plan. The Compensation Committee is currently composed
of Messrs. J.L. Jackson (Chairman), James L. Johnson, and Jere W. Thompson.
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Compensation- Philosophy. The Company’s philosophy of rewarding stockholders through -executive
compensation reflects its belief that the compensation of executives (i) should be linked to achievement of -the
Company’s business. and strategic goals; (ii) should be aligned with the interests of stockhelders through awards
of stock options and other stock-based compensation; (iii) should recognize individual contributions, as well as
overall business results; and (iv) should have the ultimate result of attracting, motivating, and retaining
highly-talented executives for the Company. To achieve these objectives, the Company’s current compensation
program consists of the following elements:

® Base salary

® Annual incentive compensation, the receipt of which is based on (i) the financial perfonnahce of the
Company and its divisions from year to year and/or (ii) significant individual contributions

® [ong-term incentive compensation, primarily in the form of stock options

Chief Executive Officer’s Fiscal 2003 Compensation. Mr. Parker was appointed Chief Executive Officer
of the'Company in July 2001. Pursuant to Mr. Parker’s Employment Agreement, the Company pays an annual
base salary of $850,000, which was based on competitive and.comparable compensation for the position of
responsibility as reviewed and recommended by an outside consulting firm hired by the Company. Beginning in
fiscal 2002, Mr. Parker’s base salary was increased to $950,000. The increase in Mr. Parker’s base salary was
attributable to the recognition of the Company’s performance in light of significant challenges with which it was
faced in fiscal 2002, including the successful completion of the exchange offer for the Company’s 5% Covertible
Subordinated Notes due October 2002 (the “Subordinated Notes™) and the Reverse Split. Mr. Parker received this
base salary of $950,000 for fiscal 2003. In addition, Mr. Parker is eligible for an annual incentive bonus of a
target of 50% of his annual base salary, as approved by the Board, based on the attainment of certain goals
related to the creation, conservation, and effective use of cash.by the Company; an increase in the Company’s
stock price; and other factors. The target may be.increased to up to 100% of Mr. Parker’s annual base salary
based on annual performance and achievement of goals. Mr. Parker’s bonus for fiscal 2003 has not. been
determined pending completion of the fiscal 2003 audit. However, for fiscal 2002, Mr. Parker received a bonus
of $380,000, or 40%. of his annual base salary. Mr. Parker’s bonus for fiscal 2002 was determined based on a
number of factors, including developing and gaining Board approval for a strategic three-year plan to maximize
shareholder value by achieving targeted returns on capital investment, eliminating the remainder of the
Subordinated Notes and the Company’s 5% Senior Covertible Notes due November 2002, and stock price
appreciation. In addition, the bonus was awarded based on individual achievements that strengthened the
Company, judged in the sole discretion of the Compensation Committee of the Board. of Directors. These
achievements included guiding the Company through a refinancing of the Company’s principal credit facility, a
reverse split of the Common Stock that avoided possible de-listing from the Nasdaq Stock Market, a reduction of
the risk profile of the Company through the closing of the U.K. operations and the sale of the Peru and Argentina
operations, and an overall reduction of the debt of the Company.

In recognition of the key role Mr. Parker has played in the CellStar Asia Transaction, he was granted an
option to purchase 50,000 shares of Common Stock containing certain incentives for the completion of the
CellStar Asia Transaction, This option was granted on January 22, 2003 at an exercise price of $5.45 per share,
which was the closing sale price of the Common Stock on the grant date, and will become exercisable with
respect to 25% of the shares covered by the option on each anniversary of the grant date; provided, however, that
100% of the shares shall become exercisable immediately upon the earlier to occur of (i) the closing of the
CellStar Asia Transaction, if the CellStar Asia Transaction yields to the Company proceeds of $50.0 million or
more in cash or cash equivalents, or (ii) if Mr. Parker’s employment is terminated without cause. This option will
terminate if not exercised within 10 years from the grant date. It is curréntly anticipated that Mr. Parker will
receive future stock option grants under the 2003 Incentive Plan similar to those received by the Company’s
Chief Executive Officer in past years. ' :

Compensation of Other Executive Officers.” For the fiscal -year ended November 30, 2003, the
compensation packages received by the other executives of the Company consist of base salary, stock options,
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and bonus awards. Each element is consistent with the compensation philosophy set forth above, and the
determinations regarding the appropriate - form and level of executive compensation are based in part on the
recommendations of management. Such recommendations reflect each individual’s level of responsibility and
experience and the assessment of the individual’s contribution to the success of the Company’s business. In
recognition” of the key-roles certain of the Company’s executive officers havé played in the CeliStar Asia
Transaction, such executive officers were granted options to purchase shares of Common Stock containing
certain incentives for the completion of the CellStar Asia Transaction. These options were granted on January 22,
2003 at an-exercise price of $5.45 per share, which was the closing sale price of the Common Stock on the grant
date, and will become exercisable with respect to 25% of the shares covered by these options on each anniversary
of the grant date; provided, however, that 100% of the shares shall become exercisable immediately upon the
earlier to occur of (1) the closing of the CellStar Asia Transaction, if the CellStar Asia Transaction yields to the
Company- proceeds of $50.0 million or more in cash or cash-equivalents or (ii) such person’s employment is
terminated without cause. These options will terminate if not exercised within 10 years from the grant date. It is
currently anticipated that the Company’s executive officers will receive future stock option grants under the 2003
Incentive Plan similar to those given to individuals holding the same positions in past years.

Although bonuses for fiscal 2003 have not been determined pending completion of ‘the fiscal 2003 audit,
bonuses paid to these executives for fiscal 2002 were based on corporate performance factors, such as the ability
to create and manage cash effectively, the successful management of various key financial indicators, and the
integrity and quality of financial results and reporting. In addition, a discretionary portion of the bonus was
awarded for individual achievements that strengthened the Company. Bonus payments for executive officers
other than the Chief Executive Officer were recommended by the Chief Executive Officer and approved by the
Compensation Committee. : e - -

In approving the fiscal 2002 bonuses, the Compensation Committee of the Board of Directors reviewed key
indicators, quality of results, and other accomplishments within each.of eight areas: corporate accounting,
corporate planning, corporate tax accounting, corporate treasury; corporate risk management, corporate human
resources and employee services, information technology, and legal. The specific- factors considered were
numerous and varied from area to area, dependent on the activities, goals, and purposes of the given area. For
example, some of the factors reviewed with respect to corporate accounting were inventory turns and
obsolescence, bad debt expense, quality of financial reporting, and cash flow improvements, whereas some of the
factors reviewed with respect to corporate human resources and employee services were benefit costs, voluntary
‘turnover, workers’ compensation mitigation efforts, and training and development initiatives.

In December of 2001, the Company appointed Robert Kaiser as its new Chief Financial Officer. The
Company entered into an Employment Agreement with Mr. Kaiser effective December 12, 2001 providing for an
annual base salary of $450,000 and a potential annual incentive bonus as approved by the Board. Mr. Kaiser also
received a signing bonus of $300,000. In addition, Mr. Kaiser was. granted options to purchase 400,000 shares of
Common Stock at the time of his appointment,. or 80,000 shares of Common Stock taking into account the
subsequent Reverse Split, of which the exercise price was fixed at.the closing sales price of the Common Stock
on the date of the grant. The options vest at the rate of 25% per year beginning on the first anniversary of the
grant date, unless Mr. Kaiser is terminated without cause, in: which case the options will immediately vest.
Mr. Kaiser did not receive any additional option grants in fiscal 2002. The Compensation Committee based
Mr. Kaiser’s compensation on his considerable past work experience and the significant challenges facing the
Company, among other factors. Mr. Kaiser did receive an option grant to purchase 50,000 shares of Common
Stock at $5.45 per share in fiscal 2003. On October 2, 2003, Mr. Kaiser was promoted to President and Chief
Operating Officer. Mr. Kaiser’s Employment Agreement and the subsequent amendments thereto are discussed
in more detail under the heading “Executive Compensation — Employment Contracts and Termination of
Employment and Change in Control Arrangements.”

In July of 2002, the Company entered into a new Employment Agreement with A.S. Horng, Chairman,
Chief Executive Officer, and General Manager of CellStar Asia, providing for an annual base salary of $900,000
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and a potential annual incentive bonus as approved by the Board. Pursuant to the new Employment Agreement,
Mr. Horng was granted options to purchase 200,000 shares of Common Stock, the exercise price of which was
fixed at the closing sales price of the Common Stock on the date of the grant. The options vest at the rate of 25%
per year beginning on the first anniversary of the grant date. Mr. Horng’s Employment Agreement is discussed in
more detail under the heading “Executive Compensation—Employment Contracts and Termination of
Employment and Change in Control Arrangements.” The Compensation Committee based Mr. Horng’s
compensation on the importance of Mr. Horng to the continued success of the Company’s operations in the
People’s Republic of China, Hong Kong and Taiwan and to the successful completion of the CellStar Asia
Transaction, among other factors.

The Company continues to place its emphasis on compensation that would more closely align the
executives’ interests with the stockholders’ interests. Therefore, as with the Chief Executive Officer, a significant
percentage of each executive’s total compensation opportunity was tied to performance of the Company and
individual achievement. Awards are made in the form of cash bonus and stock option grants.

Subject to achievement by the Company of specific performance targets, certain of the Company’s
executives are eligible to receive incentive bonuses under the Incentive Plan ranging from 33% to 100% of their
base salaries. The percentage of the bonus amount awarded is based on the extent to which the Company is
successful in creating, conserving, and effectlvely using cash, in addition to individual or operating unit
performance factors.

In considering stock option grants to the Company’s executives, the Compensation Committee reviewed
recommendations of executive management, considering each executive’s current and future ability to impact
achievement of strategic goals and objectives. Emphasis on equity compensation through stock option grants is
believed: to be effective because it more. closely aligns the interests of the executives and the Company’s
stockholders for both near and long-term. All options granted during fiscal 2003 to the Company’s executives
were granted at the fair market value on-the date of grant. All of such options vest at a rate of 25% per year,
beginning on the first anniversary of the date of grant, with the exception .of the options granted with vesting that
may accelerate due to completion of the Cellstar Asia Transaction. See “Executive Compensation—Option
Grants During 2003 Fiscal Year.” An executive will receive full benefits from the option grant only if the
Company’s stock price appreciates and only if the executive remains with the Company for the full term of
vesting.

Internal Revenue Code Section 162(m). Section 162(m) of the Internal Revenue Code (the “Code™)
provides for an annual $1,000,000 limitation (the “Deduction Limitation”) on the deduction that an employer
may claini for compensation of certain executives but also provides an exception to the Deduction Limitation for
certain performance-based compensation. It is the intent of the Compensation Committee to ensure that executive
compensation is deductible through such an-exception or otherwise, provided that qualification is in the best
interests of the Company. The Deduction Limitation was exceeded with respect to Mr. Parker’s compensation for
each of fiscal 2002 and 2003. The amounts in excess were $150,000 and $330,000 for 2002 and 2003,
respectively. The Company has sufficient net operating loss carry forwards such that these excess amounts did
not result in any additional cash expenditures by the Company. :

John L.-(*J.L.”) Jackson

James L. Johnson
Jere W. Thompson
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Comparative Performance Graph

The following chart compares the cumulative total stockholder return on the Common Stock with the
cumulative total return on the stocks comprising The Nasdaq Market Value Index (the “Nasdaq Index”) and the
Electromcs Wholesale Index over the penod commencmg November 30, 1998 and ending November 30, 2003.
The comparison assumies '$100, was invested on November 30, 1998 in Common Stock and in each of the
foregoing indices and assumes remvestment of drvrdends The’ stock performance graph is not necessanly
indicative of future price performance :

Comparison of Cumulative Total Return
of CellStar Corporation;’ Nasdaq TIndex, and Electronics Wholesale Index
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Sectlon 16(a) Beneficral Ownershlp Reportmg Comphance

Section 16(a) of the Exchange Act requires the Company’s executive officers, directors, and persons who
beneficially own more than 10% of a-registered class of the Company’s equity securities to file with the SEC
initial reports of ownership and reports of changes in ownership of Common Stock and other equity securities of
the Company. Such persons are requlred by SEC regulatlons to furmsh the Company wrth copies of all Section
16(a) forms that they file: :

Based solely on the Company S Teview of such forms furmshed to the Company, the Company beheves that all
filing requirements- applicable to the Company’s executive officers, .directors, and greater than 10% beneficial
owners were complied with, except for the following: In fiscal 2003, Mr. King, upon becoming an executive officer
of the Company on February 24, 2003, did not timely file a Form 3; In fiscal 2002, Mr. Kaiser, upon becoming an
executive officer of the Company on December 12, 2001, did not timely file a Form 3; in fiscal 2001, Mr. Parker
did not timely file a Form 4 or Form 5 reporting a-change in beneficial ownership in connection with the acquisition
of options to purchase 200,000 shares of Common Stock granted pursuant to his employment agreement dated
July 5, 2001. For fiscal 2000, the Company is unable to locate evidence that Mr. Thompson timely filed a Form 4
reporting a -change in beneficial ownership in connection with a purchase of shares of Cofmmon- Stock.
Mr. Thompson fileda Form 5 in December of 2002 reporting beneficial ownership of such shares.
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INDEPENDENT AUDITORS

The Board of Directors, upon the recommendation of its Audit Committee, has appointed Grant Thornton as
the independent auditors of the Company for the fiscal year ending November 30, 2003. The Audit Committee
has not yet met in fiscal 2004 to discuss the appointment of independent auditors for the current year.
Representatives of Grant Thornton are expected to be present at the Meeting, will have an opportunity to make a
statement if they desire to do so, and will be able to respond to appropriate questions..

STOCKHOLDER PROPOSALS

Stockholders of the Company may submit proposals on matters appropriate for stockholder action at
subsequent annual meetings of the Company consistent with Rule 14a-8 promulgated under the Exchange Act
and the Company’s Certificate of Incorporation. Rule 14a-8 provides that a proposal submitted by a stockholder
for a regularly scheduled annual meeting should be received at the company’s principal executive offices not less
than 120 calendar days before the date the company first released its proxy statement to its stockholders in
connection with the previous year’s annual meeting. However, if the date of the company’s annual meeting has
been changed by more than 30 days from the date of the previous year’s meeting, then the deadline is a
reasonable time before the company begins to print and mail its proxy materials. The Company anticipates that it
will have its next annual meeting no later than November 30, 2004, which would be outside the 30 day period
referred to above. Therefore, any appropriate proposal submitted by a stockholder of the Company and intended
to be presented at the 2003 annual meeting of stockholders must be received within a reasonable time before the
Company begins to print and ‘mail its proxy materials to be considered for inclusion in the Company’s proxy
statement and related proxy for the 2003 annual meeting.

Also, a stockholder proposal intended to be presented at the next annual meeting but not included in the
Company’s proxy statement for such meeting must be received by the Company at least 60 days in advance of
the date of that meeting or, if the public announcement of the meeting is less than 70 days before the date of the
meeting, on or before the tenth day following the date on which the meeting is first publicly announced.
According to the Company’s Certificate of Incorporation, a stockholder proposal received outside of this time
period will be considered untimely. Management named in the Company’s proxy form for the annual meeting
will then have discretionary authority to vote shares represented by such proxies on the stockholder proposal, if
presented at the meeting, without including information about the proposal in the Company’s proxy materials.
Even if a stockholder makes a timely notification, management named in the Company’s proxy form for the
annual meeting may still exercise discretionary voting authorlty under cucumstances consrstent with the proxy
rules of the SEC. ‘

The Company will inform the stockholders of any changesvof the dates above in a timely manner and will
provide notice of the new dates in a quarterly report on Form 10-Q.

The procedure for nominating a person for election to serve as a director is set forth under “Meetings of
Directors and Committees—Nominating Committee.” Any stockholder proposal must provide the information
‘required by the Company’s bylaws and Certificate of Incorporation and comply with any applicable laws and
regulations. ‘All submissions should be made to the Secretary of the Company at the Company’s principal offices
at 1730 Briercroft Court, Carrollton, Texas 75006. :

HOUSEHOLDING

As permitted by the Exchange Act, some brokers and other nominee record holders may deliver only one
copy of this Proxy Statement to stockholders residing at the same address, unless such stockholders have notified
the Company or their brokers or other nominee record holders of their desire to receive multiple copies of the
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Proxy Statement. Upon oral or written request, the Company will promptly deliver a separate copy of the Proxy
Statement to any stockholder residing at an address to which only one copy was mailed. Stockholders residing at
the same address and currently receiving only one copy of the Proxy Statement may contact their respective
brokers or other nominee record holders or the Company to request multiple copies in the future, and
stockholders residing at the same address and currently receiving multiple copies of the Proxy Statement may
contact their respective brokers or other nominee record holders or the Company to request a single copy in the
future. All such requests of the Company should be sent to:

CeliStar Corporation

1730 Briercroft Court
Carrollton, Texas 75006
Attention: Corporate Secretary
Phone: (972) 466-5000

ANNUAL REPORT ON FORM 10-K

WE WILL MAIL TO ANY STOCKHOLDER WITHOUT CHARGE, UPON WRITTEN REQUEST, A
COPY OF OUR ANNUAL REPORT ON FORM 10-K FOR THE YEAR ENDED NOVEMBER 30, 2002,
INCLUDING THE FINANCIAL STATEMENTS, SCHEDULES AND LIST OF EXHIBITS INCLUDED
THEREIN. REQUESTS SHOULD BE SENT TO THE ATTENTION OF INVESTOR RELATIONS, AT OUR
EXECUTIVE OFFICES LOCATED AT 1730 BRIERCROFT COURT, CARROLLTON, TEXAS 75006.

OTHER BUSINESS

The Board of Directors knows of no matters other than those described herein that will be presented for
consideration at the Meeting. However, should any other matter properly come before the Meeting or any
adjournment thereof, it is the intention of the persons named in the accompanying Proxy to exercise their
discretionary authority to vote in accordance with their best judgment.

MISCELLANEOUS

The entire cost of soliciting Proxies, including the costs of preparing, printing, and mailing this Proxy
Statement and accompanying materials to stockholders, will be borne by the Company. In addition to solicitation
by mail, directors, officers, and employees of the Company may solicit Proxies personally or by telephone or
otherwise, without additional compensation. The Company may also make arrangements with brokerage houses
and other custodians, nominees, and fiduciaries for forwarding of solicitation materials to the beneficial owners
of shares of Common Stock held by such persons, and the Company may reimburse such brokerage houses and
other custodians, nominees, and fiduciaries for reasonable expenses incurred in connection therewith.

By Order of the Board of Directors,

A

Elaine Flud Rodriguez
Senior Vice President, Secretary and General
Counsel

January 5, 2004
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B e ' [ e e o Appendix A
- CellStar Corporation
s Sl e e Nominating Committee Charter

L :~The Commlttee s Purpose The Comrmttee is: appomted by the Board for the primary purposes of:
Ao ,1dent1fy1ng md1v1duals quahﬁed to become members of the Board
B. recommending to the Board when new members should be added to the Board;
-C. " recommending to the Board individuals. to fill vacant Board positions;
D. recommending to the Board the director nominees for the next annual meeting of shareholders; and

.. .E.- evaluation.of the Board, its (:ommittees and its.members.

1L Membershlp on the Committee. The Commmee shall consist of at least three directors. Each member of
the Committee shall satlsfy the 1ndependence requirements set forth in the corporate governance and other listing
standards of the Nasdaq Stock Market as in effect from time to time (the “Nasdaq Standards™). However, if the
Nominating Committee is comprised of at least three members, one director who is not an Independent Director
(as defined in the Second Amended and Restated Statement of Corporate Governance Principles (the “Corporate
Governance Principles™)) and who is not a current officer or employee or a Family Member of an officer or
employee may be appointed to' the Nominating Commiittee 'if the ‘Board, under exceéptional and limited
- circumstances, determines that such individual’s membership on the Committee is required by the best interests
of the Company and its shareholders. Such appointee may not serve longer than two-years.

II. The Commlttee s Dutles and Responsrbllltles. The Committee ‘has the following duties and
responsibilities: o ‘ '
'A. Board Vacancies. When a vacancy occurs on the Board by reason of dlsquahﬁcatlon resxgnatron
retirement, death or an increase in the size of the Board, to present the Committee’s recommendation of a
replacement member to the Board. . \

B. Director Criteria. To consider, at a minimum, the following factors in recommending to the Board
potential new Board members, or the continued service of existing members:

. 1. the characteristics described in the Corporate Governance Principles (i.e., demonstrated character,
" judgment, relevant ‘business, functional and industry expenence and degree of acumen);

2." whether the. member/potentlal ‘miember ‘assists in ach1ev1ng a Board that represents an appropnate
‘mix of background and specmhzed expenence

3. the member s/potentlal member s independence, as defined in the Corporate Governance
Pnncxples and pursuant to Nasdaq,Standards;

4, - whether the member/potential member»would be considered a “financial expert” or “financially
literate” as described in Nasdaq Standards; legislation or Audit Committee guidelines; '
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_specialized skills or experience;

. .5, .the extent of the member’s/potential member’s business experience, -technical expertise, or

6. “whether the member/potential member, by virtue of particular experience relevant to the
Company’s current or future business, will add specific value as a Board member; and

7. . any factofs related to the abrhty and willingness of a new member to serve, or an existing member
~to continue his/her service. :



C. Board Committees. At the first meeting of the Board following the annual meeting of stockholders,
to propose to the Board appropriate members for all Board Committees. Each Committee member shall
serve until the date of the next Annual Board Meeting, unless he or she resigns, is removed or replaced, or
otherwise ceases to be a director or a member of the Committee prior to such date, in which event the Board
shall appoint another director of the Company to fill the resulting vacancy for his or her unexpired term.
Furthermore, if for any reason the Board does not elect the members to the Committee at an Annual Board
Meeting, the directors who then comprise the Committee will continue to serve as members of the
Committee until the Board takes action to elect new members of the Committée. The Board may remove or
replace a member of the Committee at any time.

D. Board Size. To make recommendations to the Board about exercising the Board’s authority to
determine the number of its members.

E. Oversight of the Evaluation of the Board and Committees. To be responsible for overseeing the
evaluation of the Board and its committees in the following respects:

1. By annually reviewing the perfonnance of the Board and each comrmttee as a whole, and reporting
the results of its review to the Board; and '

2. By annually reviewing the performance of Board members who are expected to stand for election
at the next annual meeting.

F. Director Removal. To recommend to the Board the removal of a Director where appropriate.
G. Director Independence. To recommend to the Board standarde for Director independence. |

H. Other Activities. To perform any other activities as the Committee deems appropriate, or as are
requested by the Board, consistent with this Charter, the Company’s bylaws and applicable law.

I. This Charter. To maintain and update, as appropriate, this Charter, which will be filed with the
Company’s annual proxy statement as appropriate, but at least once every three fiscal years.

J. Stockholder Nominations. To review and consider director nominations made by stockholders of the
Company.

IV. Operation of the Committee

A. Meetings. The Committee shall meet as often as is appropnate but not less than two times annually.

B. Chairperson. The Board shall elect one of the members of the Committee to act-as chairperson of the
Committee (the “Chairperson”). Such member shall act as Chairperson until the next Annual Board Meeting
unless he or she resigns, is removed or replaced, or otherwise ceases to be a director or a member of the
Committee prior to such date, in which event the Board shall appoint another member of the Committee to
serve as Chairperson for his or her unexpired term. The Chairperson shall preside over all meetings of the

. Committee. In addition, the Chairperson shall periodically report the Committee’s findings and conclusions
to the Board. The Board may remove or replace the Chairperson at any time.

V. Authority to Retain Experts. The Committee has the authority to select, direct and, if appropriate,
terminate any search firm used to identify candidates for Board membership (or to establish other procedures to
develop potential candidates for consideration) as well as any such other experts as it deems necessary in the
performance of its duties.

VI. Annual Performance Evaluation of the Committee. At least annually, the Committee will evaluate
how well it has fulfilled its purpose during the previous year, and will report its findings to the full Board.




Appendix B

‘CeliStar Corporatioh
Audit Committee Charter

The Aud1t Commlttee (the “Comnnttee”) of CellStar Corporatlon (the “Company”) is a committee of the Board
of Directors. Its primary purpose is to oversee the accounting and financial reporting processes of the Company
and the audits of the financial statements” of the Company. The Committee shall fulfill its oversight
responsibilities by reviewing (i) the financial information which will be provided to the shareholders, potential
shareholders; the investment community and others; (ii) reviewing areas of potential significant financial risk to
the Company including the ‘systems of internal controls and disclosure controls and procedures which
management and the Board of Directors have established; (iii) monitoring the independence and performance of
the Company’s independent accountants and internal audit function; and (iv) reporting on all such matters to the
Board of Directors. ‘

Meetings and Memberships

1.

In meeting its responsibilities, the Committee is expected to provide an open avenue of communication

between the internal auditor, the independent accountant and the Board of Directors, including meeting

. with the internal auditor, the independent accountant and management in separate executive sessions to
-discuss any matters that the Committee or any of these persons believe should be discussed privately with

the Committee.

The Committee should meet privately in executive session at least annually with internal audit services and
the independent accountant to discuss any matters that the Committee believes should be discussed.

The Committee shall have at least three members, who shall serve at the pleasure of the Board of

~ Directors. All members shall be independent directors. An * 1ndependent director” is a person other than an
“officer or employee of the Company or its subsidiaries or any other individual having a ‘relationship, which

in the opinion of the Company’s Board of Directors, “would 1nterfere with the exercise of independent

Jjudgment in carrying out the responsibilities of a director. The followmg persons shall not be considered

independent:

“a.  "a director who accepts dxrectly or indirectly, any consultmg, adv1sory or ‘other compensatory fee

from the Company or any of its subsidiaries, other than fees received by such director for service on
the Board of Directors, the Committee or any other committee of the Board of Directors;

b.  adirector who is affiliated with the Compény or any of its subsidiaries in any capacity, other than in
such director’s capacity as a member of the Board of D1rectors the Commlttee or any other
committee of the Board of Directors;

c. a director who is, or at any time during the past three years was, employed by the Company or by
_ any parent or subsidiary of the Company; ‘

d. . a director who accepted any payments from the Company or any parent or subsidiary of the
~ Company other than fees received by such director for service on the Board.of Directors, the
Committee or any other committee of the Board of Directors, or who has a Family Member who
accepted any payments from the Company or any parent or subsidiary of the Company in excess of
$60,000 during the current or any of the past three fiscal years, other than the following:

i. compensation for board or board committee service;
. payments arising solely from investments in the Company’s securities;

iii. compensation paid to a Family Member who is a non-executive employee of the Company or
- -a parent or subsidiary of the Company; - :




iv.  benefits under a tax-qualified retirement plan, or non—discretionary compensation; or

v. loans permitted under Section 13(1() of the Securities Exchange Act of 1934 (the “Act”);

e.  adirector who is a Family Member of an individual who is, or at any time during the past three years
was, employed by the Company or by any parent or sub51d1ary of the Company as an executive
officer; : »

f a director. vyho i.s, or has a Family Member who is, a,pa:fner in, or a controlling shareholder or an

executive officer of, any organization to which the Company made, or from which the Company

received, payments for property or services in the ‘c_urrent or any of the past three fiscal years that

exceed 5% of the recipient’s consolidated gross revenues for that year, or $200,000, whichever is
. more, other than the following: :

i, - payments arising solely from investments in the Company’s securities; or -
ii.  payments under non-discretionary charitable contribution matching programs;

8. a director of the Company who is, or has a Family Member who is, employed as an executive officer
of another entity where at any time during the past three years any of the Company’s executive
officers served on the compensanon commlttee of such other entity; or . ’

h.- - a director who is, or has a Family Member who is, a'current partner of the ‘Company’s outside
auditor, or was a partner or employee of the Company’s ‘outside auditor who worked on the
Company’s audit at any time during any of the past three years.

“Family Member” means a person’s spouse, parents, children and s1b11ngs whether by blood, marriage or
adoption, or anyone residing in such person’s home.

4.

All members of the Committee shall be financially literate and able to read and understand fundamental

" financial statements, including the Company’s balance sheet, income statement and cash flow statement at

the time of such’ ' member’s appointment to the Committee. In addition, at least one member of the
Committee shall have past employment experience in finance or accounting, requisite professional
certification in accounting, or any other compdrable experience or background which results in such
person’s financial sophistication, including being or having been a chief executive officer, chief financial

- officer or other senior officer -with financial oversight responsibilities At least one member of the

Committee shall, in the Board of Directors’ Judgment quahfy as an “audit committee financial expert” and
possess the following attributes: :

a.  An understandmg of generally accepted accounnng ‘priniciples (“GAAP”) and financial statements;

b. The ab111ty to assess the general apphcat1on of such pr1nc1p1es in connection with the accounting for
estimates, accruals and reserves;

c. 'Expenence prepanng, audmng, analyzmg or evaluatmg financial statemems that present a breadth
and level of complexity of accounting issues that are generally comparable to the breadth and
‘complexity ‘of issues that can reasonably be expected to be raised by the Company’s financial
statements, or experience actively superv1s1ng one-or more persons engaged in such activities;

d. ~ Anunderstanding of 1nternal controls and procedures for financial reportmg, and
e. An understanding of audit committee functions. | '

The Committee members and the Committee chairman shall be designated by the full Board of Directors
upon the recommendation of the Nominating Committee of the Board of Directors. The duties and

responsibilities. of a member of the Committee are in addition to those :duties set out for a member of the

Board of Directors. In carrying out these responsibilities, the Committee believes its policies and
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procedures should remain flexible so that it can best react to changing conditions and environment and to
assure the Board of Directors and shareholders that the Company accountmg practices are in accordance

- with all requirements and are of the highest quality.

In meeting its responsibilities, the Committee is expected to:

General : . PR ,

1.

10.
11.

12,

Review and update the Committee’s charter annually.

Inquire of management, the internal auditor and the independent accountant about significant risks or
exposures and assess the steps management has taken to minimize such risk to the Company.

Consider with management and the independent accountant the rationale for employing audxt firms other
than the principal independent accountant.

Consider and review with management, the independent accountant and the internal auditor:

a. The adequacy of the Company’s internal controls and disclosure controls and procedures, including
the adequacy of controls and security for management information systems and other information
technology.

b. Any related significant findings and recommendations of the independent accountant and internal
audit together with management’s responses thereto.

Review filings with the SEC and other published documents containing the Company’s financial
statements and consider whether the information contained in these documents is consistent with the
information contamed in the financial statements.

Review the Company’s policies relating to compliance with laws and regulations; the Company’s code of
conduct; ethics; officers’ expense accounts, perquisites, and use of corporate assets; conflict of interest and
the. investigation of misconduct or fraud. Determine the extent to which the planned audit scope of the
internal auditor and independent accountant can be relied on to detect fraud.

Review legal and regulatory matters that may have a material impact on the financial statements, the

Company’s related compliance. policies and programs and reports received from regulators.

Report actions of the Committee to-the Board of Directors with such recommendations as the Committee
may deem appropriate.

The Committee shall meet at least four times per year or more frequently as circumstances require. The
Committee may ask members of management or others to attend ‘the meeting .and provide pertinent
information as necessary.

The Cornmlttee shall have the power to conduct or authorize investigations into any matters within the
Committee’s scope of responsibilities.

The Commlttee shall be empowered to retain mdependent counsel, accountants or other advisors as it

deems necessary to carry out its duties.

Th_e Company shall oro\;ide for appropriate funding, as determined by the Committee, for payment of:

" (a) - compensation to any registered public accouﬁting firm engaged for the purpose of preparing or

issuing an audit report or performing other audit, review or attest services for the Company;
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(b) compensation to any advisers employed by the Committee; and

(c) ordinary administrative expenses of the Committee that are necessary or appropriate in carrying out

its duties.

13.  Annually, prepare a report to the shareholders as réquired by the Securities and Exchange Commission.
The report should be signed by the Chair of the Committee and included in the Company’s annual Proxy
Statement, and should state that the Company’s Audit Committee has adopted a written charter.

14. Provide a report of the Committee’s activities to the Board at regular intervals.

15. Review and approve, all relate;d-pafty tfansactions, or designate a comparable body of the Board of
Directors to review and approve all related-party transactions.

16. The Crommjttee will perform such other functions as assigned by law, the Company’s charter or bylaws, or
the Board of Directors.

Management

1. Review Management's Discussion and Analysis (MD&A) included in Form 10-K.

2..  Review with management the Company’s policies and controls, including reporting controls over

derivative transactions, including Foreign Currency exposures and hedging activities.

Management and Independent Accountant

1.

Review quarterly results and related public release with management and independent accountant prior to
release. Review with management, the independent accountant and the internal auditor Form 10-Q or
Form: 10-K before it is filed with the SEC. :

Review with management and the Company’s independent public accountants the applicability and impact
of any new pronouncements (or exposure drafts) issued by the Financial Accounting Standards Board or
other applicable regulatory agencies as well as any off-balance sheet structures used by the Company.

Discuss with the Company’s CEO and CFO any significant deficiencies or material-weaknesses uncovered
in the design or operation of internal controls or disclosure controls and procedures during their
certification process:for the Form 10-Q or Form 10-K, and any fraud discovered involving management ot
other employees who have a significant role in the Company’s internal controls. -

Independent Accountant and Internal Auditor

1.

Review with the internal auditor and independent accountant the appropriateness, not just the acceptability,
of accounting principles and financial disclosure practices used or proposed by the Company and the

~ related degree of aggressiveness or conservatism of its accounting principles and underlying estimates.

Review services provided by the internal auditor and independent accountant periodically to ensure that no
prohibited services are being provided by an accountant who is also performing an audit for the Company.

Pre-approve, prior to the completion of any audit, all audit services and permissible non-audit services. The
Committee shall not be required to pre-approve non-audit services provided to the Company by the
independent accountant if (i) the aggregate amount of all such non-audit services provided to the Company
constitutes not more than five percent of the total amount of revenues paid by the Company to the auditor
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during the fiscal year in which such non-audit services.will be provided, (ii) such non-audit services were
not recognized by the Company at the time of the accountant’s engagement to be non-audit services, and
(iit) such non-audit services are promptly brought to the attention of the Committee and approved by the
Committee prior to the completion of the audit. The Committee may delegate the authority to grant such
pre-approvals to one or more members the Committee, provided that any approvals by less than the full
Committee shall be presented to the full Committee at its next scheduled meeting.

If the Committee pre-approves any non-audit services to be provided to the Company by the independent

~ accountant, such pre-approval shall be dlsclosed by the Company in its periodic reports, including the

Committee’s policies and procedures for pre- approval of services by the independent accountant as well as
the percent of fees paid subject to the de minimis exceptlon

Independent Accountant

1.

Confirm with the registered public accounting firm their ultimate accountability to the Board of Directors
and the Committee, as representatives of the shareholders. The Committee shall be directly responsible for
the appointment, compensation, retention and oversight of the work of any registered public accounting
firm engaged (including resolution of disagreements between management and the auditor regarding
financial reporting) for the purpose of preparing or issuing an audit report or performing other audit,
review or attest services for the listed issuer, and each such registered public accounting firm must report

* directly to the Committee.

Take action, or recommend that the full Board of Directors take action, to oversee the independence of the
independent accountant by, among other things, (i) receiving from the independent accountant -a formal
written statement delineating all relationships between the accountant and the Company, consistent with
Independence Standards Board Standard 1, and (ii) actively engaging in a dialogué with the accountant
with respect to any disclosed relationships or services that may impact the obJect1v1ty and 1ndependence of
the accountant. .

Review scope of work planned by the independent accountant for the annual audit.

Review w1th the mdependent accountant at the completlon of the annual examination:

a. The Company s annual financial statements and related footnotes to establish that the organization’s
financial statements constitute a full and meaningful report to its shareholders and creditors.

b.  The independent accountant’s audit of the ﬁhanciél statements and his or her report thereon.
c. Any significant changes required in the independent accountant’s audit plan.
d. © Any serious difficulties or disputes with managemeht encountered during the course of the audit.

e. Other matters related to the conduct of the audit which are to be communicated to the Committee
under generally accepted auditing standards or any other concerns.

f. The Company’s compliance with its loan agreements.

.8 The existence of significant estimates and the rationale behind those estimates as well as any

significant changes in such estimates.

~h. . All fees paid to the auditors for the previous fiscal year.
i. Any significant transactions that were not-a normal part of the Company’s business.
J- Any change in accounting principles.

k. Any prior period adjustments.



1. -The initial reporting of any significant loss or gain contmgency (or sxgnlﬁcant change in the
magnitude of any contingency).

m. The “Management Letter” from the independent accountants.
Periodically review w1th the 1ndependent accountant the following issues with respect to the Company’s
periodic filings:

a. All critical accounting policies and practices-to be used.

'b. All alternative treatments of the Company s financial information within GAAP that have been

discussed with management, the ramifications of the usé of such alternative disclosures and
treatments, and the treatment preferred by the 1ndependent accountant.

c.  All other material written communications between the independent accountant and the Company’s

management, such as any management letter or schedule of unadjusted differences.

Discuss with the independent accountant the matters required to be discussed by Statement on Auditing
Standards No. 61. : : :

Internal Audltor

1.

Review and concur in the appomtment replacement reassignment or dismissal of the Director of Audit
Services.

‘Confirm and assure the independence of the internal auditor.,

Review with the Director of Audit Services the audit scope and plan, including the coordination of audit
effort between the internal auditor and the independent accountant, to assure completeness of coverage,
reduction of redundant efforts and the effective use of audit resources.

Consider and review with management and the internal auditor: .

a. Significant findings durlng the year and management’s responses thereto.

b. Any difficulties encountered in the course of their audlts 1nc1ud1ng any restrlctlons on the scope of
* " their work or access to required 1nformat10n

c. Any changes requ1red in the planned scope of their audit plan.
d.  The internal auditing department budget and stafﬁng
€. The internal audit department charter

f. The mternal auditor’s compliance wrth the Instltute of Internal Audrtors Standards for the
Professional Practice of Internal Audrts ' :

Whistleblower Procedures

1.

Establish procedures for the receipt, retention and treatment of complaints received by the Company
regarding accounting, internal accounting controls or auditing matters.

Establish procedures for the confidential, anonymous submrssmn by the Company’s employees of
concerns regarding questionable accounting or audit matters. :




‘ . Appendix C

CELLSTAR CORPORATION
2003 LONG-TERM INCENTIVE PLAN

The CellStar Corporation 2003 Long-Term Incentive Plan (the “Plan”) was adopted by the Board of
Directors of CellStar Corporation, a Delaware corporation (the “Company”), effective as of March 13, 2003,
subject to approval by the Company’s stockholders.

ARTICLE 1
PURPOSE

" The purpose of the Plan is to attract and retain key Employees, Nonemployee Directors and Advisors of the
Company-and its Subsidiaries and to provide such persons with a proprietary interest in the Company through the
granting of Stock Options, Stock Appreciation Rights, Restricted Stock, and/or Cash Awards whether granted
s1ng1y, in comblnatlon or in tandem. The Plan is de51gned to

(a) 1ncrease the interest of such persons in the welfare of the Company and its Subs1d1ar1es

'(b)‘ furnish an incentive to such persons to contmue their services for the Company and/or its Sub51d1ar1es
: and : :

. {c) provide a means through which the_Cempany and its Subsidiaries may attract able persons to enter
their employ or serve as Advisors. »

Unless otherwise specified by the Committee at the time of grant, with respect to Reporting Participants, the
Plan and all transactions under the Plan are intended to comply with all applicable conditions of Rule 16b-3
promulgated under the Securities Exchange Act of 1934. To the extent any. provision of the Plan or action by the
Committee fails to so comply, it shall be deemed null and void ab initio, to the extent permitted by law and
deemed advisable by the Committee.

ARTICLE2 |
DEFINITIONS -

For purposes of the Plan, unless the context requires otherwise, the following terms shall have the meanings
indicated:

2.1 *“Advisor” means any person performing advisory or consulting services for the Company or any
Subsidiary, with or without compensation, to whom the Company chooses to grant an Award in accordance with
the Plan, provided that bona fide services must be rendered by.such person and such services shall not be
rendered in connection with the offer or sale of securities in a capital raising transaction.

, 2..2 “Applicable Law” shall have the meaning set forth in.Article 3 below.
2.3 “Award” means the grant under the Plan of any Stock Options, Stock Appreciation Rights, shares of
Restricted Stock, or Cash Award, -whether granted smgly, in combmatlon or in tandem- (sometlmes 1nd1v1dua11y

referred to herein as an “Incentxve”)

2.4 “Award Agreement” means a written agreement between a Participant and the Company that sets out
the terms of the grant of an Award.



2.5 “Award Period” means the period set forth in the Award Agreement during which one or more
Incentives granted under an Award may be exerc1sed which shall commence on the Date of Grant and expire at
the time set forth in the Award Agreement.

2.6 “Board” means the Board of Directors of the Company.
277 “Cash Award” means an Award granted pursuant to Article 9 of the Plan.

2.8 “Change of Control” means any of the following: (i) any consolidation, merger or share exchange of
the Company in which the Company is not the continuing or surviving corporation or pursuant to which shares of
the Company’s Common Stock would be converted into cash, securities or other property, other than a
consolidation, merger or share exchange of the Company in which the holders of the Company’s Common Stock
immediately prior to such transaction have the same proportionate ownership of common stock of the surviving
corporation immediately after such transaction; (ii) any sale, lease, exchange or other transfer (excluding transfer
by way of pledge or hypothecation) in one transaction or a series of related transactions, of all or substantially all
of the assets of the Company; (iii) approval by the stockholders of the Company of. any plan or proposal for the
liquidation or dissolution of the Company; (iv) the cessation of control (by virtue of their not constituting a
majority of directors) of the Board by the individuals (the “Continuing Directors™) who (x) at the effective date
of this Plan were directors or (y) become directors after the effective date of this Plan and whose election or
nomination for election by the Company’s stockholders was approved by a vote of at least two-thirds of the
directors then in office who were directors at the effective date of this Plan or whose election or nomination for
election was previously so approved; or (v) in a Chapter 11 bankruptcy proceeding, the appointment of a trustee
or the conversion of a case involving the Company to a case under Chapter 7. To the extent that a Participant’s
Employment Agreement differs from the Plan with respect to the meaning of “Change of Control,” if such
Employment Agreement has been approved by the Compensation Commlttee of the Board of Directors, the
definition included in such Employment Agreement shall govern.

2.9 “Code” means the Internal Revenue Code of 1986, as amended. -

2.10 “Committee” means the committee(s) appointed or designated by the Board to administer the Plan in
accordance with Article 3 of this Plan.

2.11 “Common Stock” means the common stock, par value $.01 per share, which the Company is
currently authorized to issue or may in the future be authorized to issue or, in the event that the outstanding
shares of such common stock are hereafter converted into or exchanged for shares of a different stock or security
of the Company or another corporation pursuant to the terms of this Plan, such other stock or security.

2.12  “Company” means CellStar Corporation, a Delaware corporation, and any successor entity.

©2.13  “Corporation” means any entity that (i) is defined as a corporation under Code Section 7701 and (ii)
is the Company or is in an unbroken chain of corporations (other than the Company) beginning with the
Company, if each of the corporations other than the last corporation in the unbroken chain owns stock possessing
a majority of the total combined voting power of all classes of stock in one of the other corporations in the chain.
For purposes of clause (ii) hereof, an entity shall be. treated as a “corporation” if it satisfies the definition of a
corporation under Section 7701 of the Code.

2.14 “Date of Grant” means the effective date on which an Award is made to a Participant as set forth in
the applicable Award Agreement; provided, however, that solely for purposes of Section 16 of the Exchange Act
and the rules and regulations promulgated thereunder, the Date of Grant of an Award shall be the date of
stockholder approval of the Plan .if such date is later than the effective date of such Award as set forth in the
Award Agreement.




2.15 “Employee” means any common .law employee (as defined in accordance with the Regulations and
Revenue Rulings then applicable under Section 3401(c) of the Code), including any employee who is also a
director and/or officer, of the Company or a Subsidiary.

2.16 “Employment Agreement” means an agreement between the Company or any Subsidiary and a
Participant, setting forth the terms and conditions of the Participant’s employment by the Company or.such
Subsidiary. For purposes of the Plan, such term shall also be deemed to include any agreement between the
Company or any Subsidiary and an Advisor, setting forth the terms and conditions of the Advisor’s services for
the Company or such Subsidiary. ) .- . C

2.17 “Exchange Act” means the Securities Exchange Act of 1934, as amended.

2.18 “Fair Market Value” of a share of Common Stock means, as of a particular date, (a) if the shares of
Common Stock are listed on a national securities exchange, the closing sales price per share of Common Stock
on the consolidated transaction reporting system for the pr1n01pal securities exchange for the Common Stock on
that date, or, if there shall have been no such sale so reported on that date, on the last preceding date on which
such a sale was so reported, (b) if the shares of Common Stock are not so listed but are quoted on the Nasdaq
National Market System, the closing sales price per share of Common Stock on the Nasdaq National Market
System on that date, or, if there shall have been no such sale so reported on that date, on the last preceding date
on which such a sale was so reported, (c) if the Common Stock is not so listed or quoted, the mean between the
closing bid and asked quotations on that date, or, if there are no bid and asked quotations available for such date,
on the last preceding date on which such bid and asked quotatrons shall be available, as reported by Nasdag, or, if
not reported by Nasdag, by the National Quotation Bureau, Inc., or (d) if none of the above is applicable, such
amount as may be determined by the Committee, in good faith, to be the fair market value per share of Common
Stock. In no event shall “Farr Market Value” be less than the par value of the Common Stock

2.19 “Incentive” shall have the meaning given it in Seétion 2.3 above.

220 “Incentive Stock Option” or “ISO” means an incentive stock optron within the meanmg of Section
422 of the Code, granted pursuant to this Plan.

2.21 “Mandated Restrictions” shall have the meaning set forth in Article 3 below.

222 “Nonemployee Director” means a member of the Board of Directors of the Company or any
Subsidiary who is not an Employee. ‘

2.23 *“Non-qualified Stock Option” means a non- quahﬁed stock option, granted pursuant to this Plan, to
which Section 421 of the Code does not apply

2.24 .“Option Exercise Price”” means the price that must be pard by a Participant upon exercise of a Stock
Option to purchase a share of Common Stock :

225 “Optlon Period” means the period set forth in the Stock Option Agreement commencrng on the Date
of Grant and expiring at the time set forth in the Stock Option Agreement

2.26 “Participant” shall mean an Employee, Nonemployee Director or Advisor to whom an Award is
granted under this Plan.

2:27 “Plan” means this CellStar Corporation 2003 Long-Term Incentive Plan, as amended from time to time.

2:28 “Reporting Participant” means a Participant’ who .is subject to the reporting requirements of
Section 16 of the Exchange Act. ‘ '



2.29 “Restricted Stock” means shares of Common Stock issued or transferred to a Participant pursuant to
this Plan, which shares are subject to the restrictions or limitations set forth in Article 7 of this Plan and in the
related Restricted Stock Agreement.

2.30 “Restricted Stock Agreement” means a written agreement between the Company and a Participant
with respect to an Award of Restricted Stock.

2.31 “Retirement” means Termination of Service at or after the Company’s established retirement age,
unless otherwise defined in a particular Award Agreement. To the extent that a Participant’s Employment
Agreement differs from the Plan with respect to the meaning of “Retirement,” if such Employment Agreement
has been approved by the Compensation Committee of the Board of Directors, the definition included in such
Employment Agreement shall govern.

2.32 “Rule 16b-3” means Rule 16b-3 promulgated under the Exchange Act, as amended from time to
time. : ' ‘ ‘

2.33  “SAR Price” means the exercise price of each share of Common Stock covered by an SAR, which
shall be at least the Fair Market Value of each share of Common' Stock covered by the SAR determined on the
Date of Grant of the SAR.

2.34  “Section 162(m) Exception” means the exception under Section 162(m) of the Code and the
regulations promulgated thereunder for “qualified performance based compensation.”

2.35 “Stock Appreciation Right” or “SAR” means the right to receive a payment, in cash and/or Common
Stock, equal to the excess of the Fair Market Value of a specified number of shares of Common Stock on the date
the SAR is exercised over the SAR Price for such shares.

236 “Stock Appreciation Right Agreement” means an agreement between the Company and a Participant
setting forth the terms and conditions of an Award of Stock Appreciation Rights.

2.37 “Stock Option” means a Non-qualified Stock Option or an Incentive Stock Option to purchase
Common Stock.

2.38 “Stock Option Agreement” means a written agreement between the Company and a Participant
setting forth the terms and conditions of an Award of Stock Options.

239 “Subsidiary” means (i) any corporation in an unbroken chain of corporations beginning with the
Company, if each of the corporations other than the last corporation in the unbroken chain owns stock possessing
a majority of the total combined voting power of all classes of stock in one of the other corporations in the chain,
(ii) any limited partnership, if the Company or any corporation described in item (i) above owns a majority of the
general partnership interest and a majority of the limited partnership interests entitled to vote on the removal and
replacement of the general partner, and (iii) any partnership or limited liability company, if the partners or
members thereof are composed only of the Company, any corporation listed in item (i) above or any limited
partnership listed in item (ii) above. “Subsidiaries” means more than one of any such corporations, limited
partnerships, partnerships or limited liability companies.

2.40 “Ten Percent Owner” means a person who owns or is deemed to own (by reason of the attribution
rules of Section 424(d) of the Code) stock possessing more than 10% of the total combined voting power of all
classes of stock of the Company (or its parent (within the meaning of Section 424(e) of the Code) or
Subsidiaries). Whether a person is a Ten Percent Owner shall be determined with respect to a Stock Option based
on the facts existing immediately prior to the Date of Grant of such Stock Option.
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2.41 “Termination of Service” occurs when a Participant who is an Employee or an Advisor shall cease to
serve as an Employee or Advisor of the Company and its Subsidiaries, for any reason; or, when a Participant who
is a Nonemployee Director shall cease to serve as a director of the Company and its Subsidiaries for any reason.
Except as may be necessary or desirable to comply with applicable federal or state. law, a “Termination of
Service” shall not be deemed to have occurred when a Participant changes his or her status as an Employee,
Nonemployee Director or Advisor so long as after such change in status, the Participant is either an Employee,
Nonemployee Director or Advisor. If, however, a Participant who is an Employee and who has an Incentive
Stock Option ceases to be-an Employee but does. not suffer a Termination of Service, and if that Participant does
not exercise the Incentive Stock Option within the time required under Section 422 of the Code upon ceasing to
be an Employee, the Incentive Stock Option shall thereafter become a Non-qualified Stock Option.

2.42 - “Total and Permanent.Disability” of a Participant means that the Participant is qualified for long-term
disability benefits under the Company’s or a Subsidiary’s disability plan or insurance policy; or, if no such plan
or policy is then in existence or if the Participant is not eligible to participate in any such plan or policy, that the
Participant, because of a physical or mental condition resulting from-bodily injury, disease, or mental disorder, is
unable to perform his or her duties of employment for a period of six (6) continuous months, as determined in
good faith by the Committee, based upon medical reports or other evidence satisfactory to the Committee;
provided that, with respect to any Incentive Stock Option, Total and Permanent Disability shall have the meaning
given it under the rules governing Incentive Stock Options under the Code. With respect to any Award other than
an Incentive Stock Option, to the extent that a Participant’s Employment Agreement differs from the Plan with
respect to the meaning of “Total and Permanent Disability,” if such Employment Agreement has been approved
by the Compensation Committee of the Board of Directors, the defmmon included in such Employment
Agreement shall govern.

ARTICLE3
ADMINISTRATION

3.1 - In General. Subject to the terms of this Article 3, the Plan shall be administered by the Board or by a
commiittee of the Board appointed by the Board to administer the Plan (the “Committee™), consisting of at least
two members of the Board; provided that, (1) with respect to any Award that is intended to satisfy the
requirerdents of Rule 16b-3; such Award.shall be granted and administered by the full Board or by a committee
of the Board consisting of at least such number of directors as are required from time to time by Rule 16b-3, and
each such Board or committee member shall meet such qualifications as are required by Rule 16b-3 from time to
time; and (ii) with respect to any Award that is intended to satisfy the requirements of the Section 162(m)
Exception, such Award shall be granted and administered by a committee of the Board consisting of at least such
number of directors as are required from time to time to satisfy the Section 162(m) Exception, and each such
committee member .shall meet such qualifications as are required, from time to time, to satisfy the Section
162(m) Exception. Any member of the Committee may be removed at any time, with or without cause, by
resolution. of the Board. Any vacancy occurring in the membership of the Committee may be filled by
appointment by the Board. If at.any time there is no Committee to administer the Plan or the Committee fails to
satisfy any applicable Mandated Restrictions, any references in this Plan to the Committee shall be deemed to
refer to the Board.

The Committee shall select one of its members to act as its Chairman. A majority of the Committee shall
constitute a quorum, and the act of a majority of the members of the Comm1ttee present at a meeting at which a
quorum is present shall be the act of the Committee.

3.2 Grants by the Committee. Subject to the provisions of the Plan and except as provided in Section
3.3 below, the Committee shall have the sole discretion and- authority to determine and designate from time to
time the eligible persons to whom Awards will be granted and to determine and interpret the terms and
provisions of each Award Agreement, including without limitation the Award Period, the Date of Grant, and such
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other terms, provisions, limitations, and performance requirements, as are approved by the Committee, but not
inconsistent with the Plan. The Committee shall determine whether an Award shall include one type of Incentive,
two or more Incentives granted in combination, or two or more Incentives granted in tandem (that is, a joint grant
where exercise of one Incentive results in cancellation of all or a portion of the other Incentive). Although the
members of the Committee shall be eligible to receive Awards, no member of the Committee shall participate in
any decisions regarding any Award granted hereunder to such member. All decisions with respect to any Award,
and the terms and conditions thereof, to be granted under the Plan to any member of the Committee shall be
made solely and exclusively by the other members of the Committee, or if such member is the only member of
the Commiittee, by the Board. : v .

3.3 Delegation of Authority by Board. Subject to the provisions of the Plan and notwithstanding Section
3.2 above, the Board may, in its discretion, from time to time delegate to the Chief Executive Officer.of the
Company (the “CEQ”) the authority, subject to such terms as the Board shall determine, to determine and
designate from time to time the eligible persons to whom Awards may be granted and to perform other specified
functions.under the Plan; provided, however, that the CEO may not grant any Award to, or perform any function
related to an Award to, himself or any individual (i) then subject to Section 16 of the Exchange Act or (it) who is
or, in: the determination of the Board or the Committee, may become a “covered employee” as that term is
defined in' Section 162(m) of the Code, and any such grant or function relating to such individuals shall be
performed solely by the Board or the Committee to ensure comphance with the apphcable requirements of the
Exchange Act and the Code.

Any such delegation of authority by the Board shall be by a resolution adopted by the Board and shall
specify all of the terms and conditions of the delegation. The resolution of the Board granting such authority may
authorize the CEO to grant Awards pursuant to Sections 6.1, 7.1, 8.1, and 9.1 of the Plan and may set forth the
types of Awards that may be granted; provided, however, that the resolution shall (i) specify the maximum
number of shares of Common Stock that may be awarded to any individual Participant and to all Participants
during a specified period of time, (ii) specify.the maximum amount of any Cash Award and any conditions,
limitations, or restrictions to be imposed on Cash Awards, and (iii) specify the exercise price (or the method for
determining the exercise price) of an Award, the Option Period, vesting schedule, and any other terms,
conditions, or restrictions that may be imposed by the Board in.its sole discretion. The resolution of the Board
shall also require the CEO to provide the Board or the Committee, on at least a quarterly basis, a report that
identifies the Awards granted and, with respect to each Award: the name of the Participant, the Date of Grant, the
number of shares of Common Stock subject to such Award, the exercise price, and any other terms which are in
the CEQ’s discretion as set forth in the resolution of the Board granting such authority.

3.4 Interpretation of the Plan. Subject to the provisions of the Plan, the Committee shall have sole
discretion and authority to (i) interpret the Plan; (ii) prescribe, amend, and rescind any rules and regulations
necessary or appropriate for the administration of the Plan; (iii) modify or amend any Award Agreement or
waive any conditions or restrictions applicable to any Stock Option or SAR (or the exercise thereof) or to any
shares of Restricted Stock; and (iv) make such other determinations and take such other action as it deems
necessary or advisable in the administration of the Plan. Any interpretation, determination, or other action made
or taken by the Committee shall be final, binding, and conclusive on all interested parties. The discretionary
authority granted to the Committee hereunder shall not be limited or otherwise negated by any other provisions
of the Plan.

The Committee may delegate to officers of the Company, pursuant to a written delegation, the authority to
perform specified functions under the Plan. Any actions taken by any officers of the Company pursuant to such
written delegation of authority shall be deemed to have been taken by the Committee.

With respect to restrictions (“Mandated Restrictions”) in the Plan that are based on the requirements of
Rule 16b-3, Section 422 of the Code, the Section 162(m) Exception, the rules of any exchange upon which the
Company’s securities are listed, or any other applicable law, rule or restriction (collectively, “Applicable Law”),
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to the extent that any such Mandated Restrictions are no longer required by Applicable Law as determined by the
Committee in the Committee’s sole discretion, the ‘Committee and the CEO, as applicable, shall have the
authority to grant Awards that are not subject to such Mandated Restrictions and/or to waive any such Mandated
Restrictions with respect to outstandmg Awards : '

 ARTICLE 4
ELIGIBILITY

Any Employee, Nonemployee Director, or Advisor whose judgment, initiative, and efforts contributed or
may be expected to contribute to the successful performance of the Company is eligible to participate in the Plan;
provided that only Employees of a Corporation shall be eligible to receive Incentive Stock Options. The
Committee, upon its own action, may grant, but shall not be required. to grant, an Award to any Employee,
Nonemployee Director, or Advisor. Awards may be granted by the Committee at any time and from time to time
to new Participants, or to.then Participants, or to a greater or lesser number of Participants, and may include or
exclude previous Participants, as the Committee shall determine. Except as required by this Plan, Awards granted
at different times need not contain similar provisions. The Committee’s determinations under the Plan (including
without limitation determinations of which persons, if any, are to receive Awards, the-form, amount and timing
of such Awards, the terms and provisions of such Awards and the agreements evidencing same) need not be
uniform. and may be made by it selectively .amorig Employees, Nonemployee Directors and/or Advisors who
receive, or are éligible to receive, Awards under the Plan. : :

_ ARTICLES PR
'SHARES SUBJECT TO PLAN

51 Number Avallable for Awards Subject to adjustment as prov1ded in Articles-12 and 13 the
maximum number of shares of Common Stock that may be issued pursuant to Awards granted under the Plan is
1,000,000 shares. Such shares of Common Stock may be made available from either authorized but unissued
Common Stock, Common Stock held by the Company in its treasury or Common Stock purchased by the
Company on the open market or otherwise. During the term of this Plan, the Company will at all times reserve
and keep available a number of shares of Common Stock sufficient to satisfy the requirements of this Plan.

5, 2 Max1mum Indmdual Grants No Partlc1pant may receive dunng any fiscal year of the Company,
Awards in the form of shares of Common Stock, including Stock Options, SARs or Restricted Stock, covering an
aggregate of more than,lSQ 000 shares of Common Stock.

5.3 Reuse of Shares.

(a) Subject to Section 5. 3(c) if, and to the extent a Stock Option shall exprre or terminate for any
reason without having been exercised in full, or in the event that a Stock Option is exercised or settled in a
manner such that some or all of the shares of Common Stock relating to the Stock Option are not issued to
the Participant (or beneficiary) (including as the result of the use of shares for withholding taxes), the shares
‘of Commbon Stock subject thereto which have not become outstanding shall (unless the Plan shall have

" sooner terminated) become available for issuance under the Plan; in addition, with respect to any
“share-for-share exercise pursuant to Section 6.6 or otherwise, only the “net” shares issued shall be deemed
to'have become outstanding for purposes of the Plan as a result thereof: .

(b) Subject to Section 5.3(c), if shares of Restricted Stock under the Plan are forfeited for any reason,
such shares of Restricted Stock shall (unless the Plan shall have sooner terminated) become available for
rssuance under the Plan

{¢) 'In no event shall the number of shares of Common Stock subject to Incentive Stock Options
exceed, in the aggregate, 1,000,000 shares of Common Stock plus shares subject to Incentive Stock Options
which are forfeited or terminated, or expire unexercised. .
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ARTICLE 6
STOCK OPTIONS

6.1 Grant of Stock Options. The Committee may, in its sole dtscretlon grant Stock Optlons in accordance
with the terms and conditions set forth in the Plan, Any Stock Option granted pursuant to this Plan must be granted
within ten (10) years after the date of adoption of this Plan. The Plan shall be submitted to the Company’s
stockholders for approval; however, the Committee may grant Stock Options under the Plan prior to the time of
stockholder approval. Any such Stock Option granted prior to such stockholder approval shall be made subject to
such stockholder approval. The grant of a Stock Option to a Participant shall not be deemed either to entitle the
Part1c1pant to, or to dlsquahfy the Participant from rece1pt of any other Award under the Plan.

The grant of a Stock Optlon shall, subject to Article III, be authorized by the Committee and shall be
evidenced by a Stock Option Agreement setting forth the Date of Grant, the total number of shares purchasable
pursuant to the Stock Option, the Option Exercise Price, the Option Period, the vesting schedule (if any), and
such other terms, provisions, limitations and performance objectives, as are approved by the Committee, but not
1nc0n51stent with the Plan. -

6.2 Option Exercise Price. The Option Exercise Price for any shares of Common Stock which may be
purchased under & Stock Option shall be determined by the Committee and shall be at least equal to the Fair
Market Value per share of Common Stock on the Date of Grant; provided that, with respect to any Incentive
Stock Option that is granted to an Employee who is a Ten Percent Owner, the Option Exercise Price shall be at
least 110% of the Fair Market Value of the Common Stock on the Date of Grant.

6.3 Option Period. The Option Period for any Stock Option shall be determined by the Committee and
specified in the Stock Option Agreement. No-Stock Option granted under the Plan may be exercised at any time
after the end of its Option Period. The Option Period for any Stock Option shall be no more than ten (10) years
from the Date of Grant or, with respect to any Incentive Stock Option that is granted to a Ten Percent Owner, the
Optlon Period of such Incentive Stock Option (to the extent required by the Code at the time of grant) shall be no
more than five (5) years from the Date of Grant

6.4 'Maximum ISO Grants. The Committee may not grant Incentive Stock Options under the Plan to any
Employee which would permit the aggregate Fair Market Value ‘(determined on the Date of Grant) of ‘the
Common Stock with respect to which Incentive Stock Options (under this and any other plan of the Company
and its Subsidiaries or parent) are exercisable for the first time by such Employee during any calendar year to
exceed $100,000. To the extent any Stock Option granted under this Plan which is designated as an Incentive
Stock Option exceeds this limit or otherwise fails to qualify as an Incentive Stock Option, such Stock Option (or
any such portion thereof) shall be a Nonqualified Stock Option. In such case, the Comnnttee shall designate
which pomon of the Stock Option will be treated as an Incentive Stock Option.

6.5 Exercise Of Stock Options. Subject to the terms, condltlons, and restrictions of-the Plan, each Stock
Option may be exercised in accordance with the terms of the Stock Option Agreement pursuant to which the
Stock Option is granted. The Committee, in its sole discretion, may determine that a Stock Option will be
immediately exercisable, in whole or in part, or that all or any portion may not be exercised until a date,.or dates,
subsequent to its Date of Grant, or until the occurrence of one or more specified events, subject in any case to the
terms of the Plan. If a Stock Option is exercisable prior to the time. it is vested, the Common Stock obtained on
the exercise of the Stock Option shall be Restricted Stock which is subject to the applicable provisions of the
Plan and the Award Agreement. If the Committee imposes conditions upon exercise of any Stock Option, the
Committee may, in its sole discretion, accelerate the date on which all or any portion of the Stock Option may be
exercised; provided that, the Committee shall not, without the Participant’s consent,” accelerate any Incentive
Stock Option if such acceleration would disqualify such Stock Option as an Incentive Stock Option.
Notwithstanding anything in the Plan to the contrary, to the extent required by Rule 16b-3, a Reporting
Participant may not-exercise a Stock Option or Stock Appreciation nght until at least six months have expired
from the “date of grant” (within the meaning of Rule 16b-3). ‘ :

8




Subject to such administrative regulations- as the. Committee may. from time to time adopt, a Stock Option
will be deemed exercised for purposes of the Plan when (i) written notice of exercise has been received by the
Company at its principal office (which notice shall set forth the number of shares of Common Stock with respect
to which the Stock: Optlon is to be exercised and the date of exercise thereof, which shall be at least three (3) days
after giving such notice, unless an earlier time shall have been mutually agreed upon) and (ii) payment of
consideration with a value equal to' the total Option Exercise Price of the shares to be purchased is received by
the Company in accordance with Section 6.6 below; provided that, with respect to a cashless exercise of any
Stock Option (in ‘accordance with clause (c) of Section 6.6 below), such Stock Option will be deemed exercised
for purposes of the Plan on the date of sale of the shares of Common Stock received upon exercise. Np Stock
Option may be exercised for a fractional share of Common Stock. The granting of a Stock Optlon shall impose
no obligation upon the Partrclpant to exercise that Stock Option.

6.6 ‘Payment of. Optlon Exercise Price.. The Option Exercise Price .is payable as provided in the Stock
Option Agreement, which may provide for payment in, one or more of the following ways: (a) in cash or by
certified check, bank draft, or money order payable. to the order of the Company, (b) with Common Stock
(including Restricted Stock) owned by the Participant and valued at its Fair Market Value on the date of exercise,
and which the Participant has not acquired from the Company within six (6) months prior to the date of exercise,
(c) by delivery (including by FAX) to the Company or its designated agent of an executed irrevocable option
exercise form together with irrevocable instructions from the Participant to a broker or dealer, reasonably
acceptablé to the Comipany; to sell certain of the shares of Common Stock purchased upon exercise of the Stock
Option or to pledge such shares as collateral for a loan and promptly deliver to the Company the amount of sale
or loan proceeds necessary to pay such purchase price, and/or (d) in any other form of valid consideration that is
acceptable to the Committee in its sole discretion. In the event that shares of Restricted Stock are tendered as
consideration for the exercise of a Stock Option, a number of shares of Common Stock issued upon the exercise
of the Stock Option, equal to the number of shares of Restricted Stock used as consideration therefor, shall be
subject to the same restnctrons and provrsrons as the Restncted Stock so tendered

Except as otherwise provided in the applicable Stock OptionvAgreement, upon payment of all amounts due
from the Participant, the Company shall cause certificates for the.Common Stock then being purchased to be
delivered to the Participant (or the person exercising the Participant’s :Stock Option.in the event of his death} at
its principal business office or other mutually agreed upon location .within ten-(10) business days after the
exercise.

_Except as may be otherwise pr0v1ded in a Stock Option Agreement if the Partrcrpant farls to pay for any of
the Common Stock specified in such notice or fails to accept delivery thereof that portion of the Participant’s
Stock Option and nght to purchase such Common Stock may be forfeited by the Company

. .6, 7 leltatlon on Incentlve Stock Option Characterization. To.the extent that any Stock Optron fails
to quahfy as an Incentrve Stock Optron such Stock Option erl be considered a Non qualified Stock Option.

6. 8 _Termination of Service. Unless otherwise permitted by the Comrmttee, in 1ts sole drscretron in the
event of Termination of Service of a Pa.rtrmpant any Stock Options held by such’ Partrcrpant shall be exercisable
as follows:

. (a) Termination Diie to Death or Total and Permanent Disability. In the event of a Participant’s

Termination of Service due to death or Total and Permanent Disability, such Participant’s Stock Options
_may be exercised, to the extent such Stock Options could have been exercised by the Participant on the date

‘of the Participant’s death or Total and Permanent Drsabrlrty (as apphcable) for a period of twelve (12)
" months after the Participant’s death or Total and Permanent Drsablhty (as applicable) or until the expiration
* of the original Option Period (if sooner)

(b) - Termination Due to Retirement. .In the event of a Participant’s Termination of Service due to
- Retirement, such Participant’s Stock Options may be exercised, to the extent such Stock Options could have -
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been exercised by the Participant -on the date of the Participant’s Retirement, for a period of .three (3)
months after the date of the Participant’s Retlrement or until the expiration of the orlglnal Option Period (if
- sooner). ' N

(c) Termination for Reasons Other than Death, Total and Permanent Disabilify or Retirement. In
the event of a Participant’s Termination of Service for any reason other than death, Total and Permanent
Disability, or Retirement, such Participant’s Stock Options may be exercised, to the extent such Stock
Options could have been exercised by the Participant on the date of such Termination of Service, for a
period of thirty (30) days after the date of such Termination of Service or until the expiration of the original
Option Period (if sooner).

6.9 Transferability of Stock Options.

“(a) Incentive Stock Options. Incentive Stock Options may not be transferred, assigned, pledged,
hypothecated or otherwise conveyed or encumbered other than by will or the laws of descent and
‘distribution and may be exercised during the lifetime of the Participant only by the Participant or the
Participant’s legally authorized representative, and each Stock Option Agreement in respect of an Incentive
" "Stock Option shall so provide. The designation by a Part1c1pant of a beneﬁc1ary will not constitute a transfer
of the Stock Option.

. The Committee may waive or mbdify any limitation contained in this Secfion 6.9(a) that is net required
for compliance with Section 422 of the Code.

(b) Non-qualified Stock Optzons Except as otherwise provided herein, Non-qualified Stock Options
may not be transferred, as51gned pledgéd, hypothecated or otherwise conveyed or encumbered other than by
will or the laws of descent and distribution. The de51gnat1on by a Partu:lpant of a beneficiary w111 not
constitute a transfer of the Stock Optlon

(1) Participants Other Than Repomng Participants. Wlth respect to Non-qualified Stock
Options granted hereunder to any Participant who is not a Reporting Participant, the Committee may,
in its sole discretion, provide in any Stock Option Agreement (or in an amendment to any existing
Stock Option Agreement) such provisions regarding transferability of the Non-qualified Stock Options
as the Committee, in its sole diseretion, deems appropriate. :

(2) Reporting Participants. The Committee may, in its sole discretion, provide in any Stock
Option Agreement (or in an amendment to any existing Stock Option Agreement) that Non-qualified
Stock Options granted hereunder to a Reporting Part101pant may be transferred to (i) the spouse (or
former spouse), children or grandchﬂdren of the Part1c1pant. (“Immediate Family Members”), (ii) a trust
or trusts for the exclusive benefit of the Participant and/or such Immediate Family Members, (iii) a

_partnership in which the only partners are the Participant, such Immediate Family Members and/or
entities which are controlled by the Participant and/or such Immediate Family Members, (iv) an entity
exempt from federal income tax pursuant to Section 501(c)(3) of the Code or any successor provision,
or (v) a spht interest trust or pooled income fund described in Section 2522(c)(2) of the Code or any
successor provision, provided that (x) there shall be no consideration for any such transfer, (y) the
Stock Option Agreement pursuant to which such Non-qualified Stock Option is granted must be
approved by the Committee and must expressly provide for transferability in a manner consistent with
this Section, and (z) subsequent transfers of transferred Non-qualified Stock Options shall be
prohibited except those by will or the laws of descent and distribution.

- Following any transfer, any such Ndn-QUaliﬁed' Stock Option shall continue‘to be subject to the
same terms and conditions as were applicable immediately prior to transfer, provided that for purposes
of Sections 6.5 and 6.6, and Articles 10, 12, 13, 14 and 16 hereof the term “Participant” shall be
deemed to include the transferee. The events of Termination of Service shall continue to be applied
with respect to the original Participant, following which- the Non-qualified Stock Option shall be
exercisable by the transferee only to the extent and for the periods specified in the Stock Option
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Agreement. The Committee. and the Company-shall have no obligation to inform any transferee of a
Non-qualified- Stock Option of any expiration, termination, lapse or acceleration of such Stock Option.
The Company shall have no obligation to register with any federal or state securities commission or
agency any Common Stock issuable or issued under -a Non-qualified Stock Option that has been
transferred by a Participant under this Section 6.9(b)(2).

The Committee may waive or modify any limitation contained in thls Secnon 6 9(b)(2) that is not
requued for comphance with Rule 16b- 3

- ARTICLE 7
RESTRICTED STOCK

7.1 Grant of Restricted Stock. The Committee may, in its sole discretion, grant an Award of Restricted
Stock in accordance with the terms and conditions set forth in the Plan. Any Award of Restricted Stock granted
pursuant to this Plan must be granted within ten (10) years after the date of adoption of this Plan. The Plan shall
be submitted to the Company’s stockholders for approval; however, the Committee may grant Awards of
Restricted Stock under the Plan prior te the time of stockholder approval. Any such Award of Restricted Stock
granted prior to-such stockholder approval shall be made subject to such stockholder approval. The grant of an
Award of Restricted Stock to a Participant shall not-be deemed either to entitle the Participant to, or to disqualify
the Participant from,.receipt of any other Award under the Plan. .

The grant of an Award of Restricted Stock shall be evidenced by a Restricted Stock Agreement setting forth
(i) the Date of Grant, (ii) the number of shares of Restricted Stock awarded, (iii) the pnce if any, to be paid by
the Part1c:1pant for such Restricted Stock and the method of payment of the price, (iv) the time or times within
which such Award may be subject to forfeiture, ) spec1ﬁed perforrnance goals of the Company, a Sub31d1ary
any division thereof or any group of Employees of the Company or any Sub51d1ary, or other criteria, if any, that
the Committeé determiries must be met in order to remove any restrictions (including vesting) on such Award,
and- (vi) such other terms, limitations, restrictions and conditions of the Restricted Stock as are consistent with
the Plan. The provisions of Awards of Restricted Stock need not be the same’ with respect to each Participant. If
the Committee establishes a purchase price for an Award of Restricted Stock, the Participant must accept such
Award within a period of thirty (30) days (or such shorter period as the Committee may specify) after the Date of
Grant by executing the applicable Restricted Stock Agreement and paying such purchase price. .

7.2 Restrictions and Conditions. Each Award of Restricted Stock shall confer upon the recipient thereof
the right to receive a specified number of shares of Common Stock in dccordance with the terms and conditions
of each Participant’s Restricted Stock Agreement and the restrictions and conditions set forth below:

(a) The shares of Common Stock awarded hereunder to a Participant shall be restricted for a period of
time (the “Restriction Period”) to be determined by the Committee for each Participant at the time of the
Award. The restrictions shall prohibit the- sale, transfer, pledge, assignment or other ‘encumbrance of such
shares and shall provide for possible reversion thereof to the Company in accordance with subparagraph (f)
during the Restriction Period, The Restriction Period shall cofnmence on the Date of Grant or the date of
exercise of an Award, as specified in the Restricted Stock Agreement, and, unless otherwise established by
the Committee in the Restricted Stock Agreement, shall expire upon satisfaction of the conditions set forth
in the Restricted Stock Agreement, which conditions may provide for vesting based on (i) length of
continuous service, (ii) achievement of specific business objectives, (iii) increases in specified indices, (iv)
attainment of specified growth rates, or (v) any “other measurements of Company performance, as
determined by the Committee in its sole discretion. The Committee may, in its sole discretion, remove any

~ - or all of the restrictions on such Restricted Stock whenever it may determine that, by reason of changes in
applicable laws or other changes in c1rcumstances ansmg after the date of the Award, such actlon is
appropriate. :
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(b) Except as provided in subparagraph (a) above or in the applicable Restricted Stock Agreement,
from the Date of Grant of an Award of Restricted Stock, the Participant shall have, with respect to his or her
shares of Restricted Stock, all of the rights of a stockholder of the Company, including the right to vote the
shares, and the right to receive any dividends thereon, subject to forfeiture of such rights, as provided in
subparagraph (f) below. o

(¢) Each Participant who is awarded or receives Restricted Stock shall be issued a stock certificate or
certificates in respect of such shares of Common Stock, which shall be registered in the name of the
Participant, but shall be delivered by the Participant to the Company together with a stock power endorsed
in blank. Each such certificate shall bear an appropriate legend referring to the terms, conditions, and
restrictions applicable to such Restricted Stock, substantially in the form provided in Section 16.8.

Each Restricted Stock Agreement shall require that (i) each Participant, by his or her acceptance of
Restricted Stock, shall irrevocably grant to the Company a power of attorney to transfer any shares so
forfeited to the Company and agrees to execute any documents requested by the Company in connection
with such forfeiture and transfer, and (ii) such provisions regarding returns and transfers of stock certificates
with respect to forfeited shares of Common Stock shall be spec1ﬁca11y performable by the Company in a
court of equity or law. . o

(d) Upon the lapse of a Restriction Period without forfeiture or upon expiration of any other
restrictions imposed on such shares of Common Stock by the applicable Restricted Stock Agreement or
other agreement, the Company will return the stock certificates representing shares of Common Stock 'with
respect to which the restrictions have lapsed to the Participant or his or her legal representative, and
pursuant to the instruction of the Participant or his or her legal representative will issue a certificate for such
shares that does not.bear the legend set forth in subparagraph (c) above.

() Any other securities or assets (other ‘than ordinary ‘cash dividends) that are received by a

 Participant with respect to shares of Restricted Stock awarded to such Participant, which shares are’ still

subject to restrictions established in" accordance with subparagraph (a) above, will be subject to the same
restrictions and will be dehvered by the Participant to the Company as provided in subparagraph () above.

@ Sub_]ect to the provisions of the particular Restricted Stock Agreement, and unless otherwise
permitted by the Committee in its sole discretion, upon Termination of Service for any reason during the
Restriction Period, any nonvested shares of Restricted Stock held by such Participant shall be forfeited by
the. Participant. In the event a Participant has paid any consideration to the Company. for such forfeited
Restricted Stock, the Company.shall, as soon as practicable after the event causing forfeiture (but in ary
event within five (5) business days), pay to the Participant, in cash, an amount equal to the lesser of the total
consideration -paid by the Participant for such forfeited shares or the Fair Market Value of such forfeited

.- shares as of the date of Termination of Service. Upon any forfeiture, all rights of a Participant with respect
to the forfeited shares of Restricted Stock shall cease and terminate, without any further obligation on the
part of the Company.

7.3 Notice to Company of Section 83(b) Election. Any Participant who exercises an election under
Section 83(b) of the Code to have his.or her receipt of shares of Restricted Stock taxed curretitly, without regard
to restrictions, must give notice to the Company of such election immediately upon making such election. Any
such election must be made within thirty (30) days after the ‘effective: date of-isstiance and cannot be revoked
except with the consent of the Internal Revenue Serv1ce

ARTICLE 8 ;
STOCK APPRECIATION RIGHTS
8.1 Grants of SARs. The Committee may, in its sble discretion, grant-Sfock Appreciation Rights in
accordance with the terms and conditions set forth in the Plan. Any SARs granted pursuant to this Plan must be

granted within ten (10) years after the date of adoption of this Plan. The Plan shall be submitted to the
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Company’s stockholders for approval; however, the Committee may grant SARs under the Plan prior to the time
of stockholder approval. Any such SARs granted prior to such stockholder approval shall be made subject to
such stockholder approval. The grant of an SAR to’a Participant shall not be deemed either to entitle the
Participant to, or to disqualify the Participant from, receipt of any other Award under the Plan,

. Each Stock Appreciation R1ght Agreement may contain such additional terms and conditions, not inconsistent
with the terms of the Plan, as are determined by the Committee in its sole, discretion. An SAR may be granted in
combmatlon with, in .addition to, or completely independent of, a Stock Option or any other Award. An SAR shall
entrtle a Partrmpant at his election to surrender to the Company all or a portion of the SAR, as the Partmpant shall
choose, and to receive. from the Company in exchange therefor an amount equal to the excess (if any) of the Fair
Market Value of a share of Common Stock on the date of exercise over the SAR Price, multtphed by the total
number of shares of Common Stock with respect to which the SAR shall have been exercrsed

8 2 SAR Price. The SAR Prlce for any share of Common Stock subject to an SAR shall be at least equal
to the Fair Market Value of the share on the Date of Grant.

8.3 Award Period.- Subject to Section 8.9 below the Award PCI’IOd for any Stock Apprecmtlon Right
shall be deterrnmed by, the Committee and. specified in the Stock Appre01atron Right Agreement. No SAR
granted under the Plan may be exercised at any time after the end of its Award Period. The Award Period for any
Stock Apprec1at10n nght shall be no more than ten (10) years from its Date of Grant.

8.4 Form of Payment. In the discretion of thei Committee, the Company. may satisfy its payment
obligation upon a Participant’s exercise of an SAR (i) in cash, (b) in shares of Common Stock having an
aggregate Fair Market Value on the date of exercise equal to the amount of cash otherwise payable to the
Participant, with a cash settlement to be made for any fractional share interests, or (c) in part with cash and in
part with shares of Common Stock. ' §

8.5 Exercise of SARs. Subject to the following paragraph, each Stock Appreciation Right shall be
exercisable in accordance with the terms of the Stock ‘Appreciation Rights Agreement pursuant to which the
Stock Appreciation Right is granted. Subject to the conditions of this: Section 8.5 and such administrative
regulations as:the Committee may from time to time adopt, an SAR may be exercised by the delivery (including
by FAX) of written notice to the Committee setting forth the number of shares of Common Stock with respect to
which the SAR is to be exercised and the date of exercise thereof, which shall be at least three (3) days after
giving such notice unless an earlier- time shall have been mutually agreed upon. On the date of exercise, the
Pamcrpant shall receive from the Company in exchange therefor payment in an amount equal to the excess (if
any). of the Fair Market Value (as of the date of the exercise of the SAR) of one share of Common Stock over the
SAR Price per share specified in such SAR, multiplied by the total number of shares of Common Stock-of the
SAR being surrendéred. In the discretion of the Committee, the Company may satisfy its obhgauon upon
exercrse of a:SAR by the distribution of that number of shares of Common Stock having an aggregate Fair
Market Value (as of the date of the exercise of the SAR) equal to the amount-of cash otherwise payable to the
Part1c1pant with a cash settlement to be made for any fractional share interests, or the Company may settle such
obhgatron in part w1th shares of Common Stock and in part with cash.

8.6 Effect on Stock Optlons and . Vlce-Versa Whenever a Stock Apprecratron nght is granted in
tandem wrth a Stock Option and the exercise of one.affects the right to exercise the other, the right of the
Partrcrpant to exercise one shall be canceled if, and to the extent, the other is exercised. For example, if a Stock
Option and an SAR are issued in a tandem Award, and the Participant exercises the SAR with respect to 100
shares of Common Stock, the right of the Parttcrpant to exercise the related Stock Optron shall be canceled to the
extent of 100 shares of Common Stock

. 8.73- Termmation" of Employment or Service. Unless otherwise permitted by the Committee, in its sole
discretion, in the event of Termination of Service of a Participant, any Stock Appreciation Rights held by such
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Participant shall be exercisable as set forth below; provided that, whenever a Stock Appreciation Right is granted
in relation to a-Stock Option and the exercise of one affects the right to exercise the other, the Stock Appreciation
Right may be exercised only during the period, if any, within which the Stock Option to which it relates may be
exercised. ‘

(a) Termination Due to Death or Total and Permanent Disability. In the event of a Participant’s
Termination of Service due to death or Total and Permanent Disability, such Participant’s Stock
- Appreciation Rights may be exercised, to the extent such Stock Appreciation Rights could have been
exercised by the Participant on the date of the Participant’s death or Total and Permanent Disability (as
applicable), for a period of twelve (12) months after the Partiélpant s death or Total and Permanent
Disability (as apphcable) or until the explrauon of the original Award Period (if sooner).

b Termmatzon Due to. Retzrement In the event of ‘a Participant’s Termination of Serv1ce due to

Retirement, such Participant’s Stock Appreciation Rights may be exercised, to the extent such Stock

~ Appreciation Rights could have been exercised. by the. Participant on the date of-the. Participant’s

Retirement, for a period of three (3) months after the date of the Participant’s Retirement or until the
expiration of the original Award Period (if sooner). ‘

() Termmanon for Reasons Other than Death, Total and Permanent Disability, or Retirement. In
the event of a Pammpant s Termination of Service for any reason other than death, Total and Permanent
Disability, or Retirement, such Participant’s Stock Appreciation Rights may be exercised, to the extent such
Stock Appreciation Rights could have been exercised on the date of such Termination of Service, for a
period of thirty (30) days after the date of such Termination of Serv1ce or until the expiration of the original
Award Period (if sooner).

8.8 Transferability of Stock Appreciation Rights. ‘Except as otherwise provided herein, SARs may not
be transferred, assigned, pledged, hypothecated or otherwise conveyed or encumbered other than by will or the
laws of descent and distribution. The designation by a Participant of a beneficiary will not constitute a transfer of
the SAR. ‘
(a) Participants Other Than Reporting Participants. Subject to .Section 8.9 below, with respect to

SARs granted hereunder to any Participant who is not a Reporting Participant, the Committee may, in its
-sole discretion, provide in any Stock Appreciation Rights Agreement (or in an amendment to any existing
- Stock Appreciation Rights Agreement) such provisions. regarding  transferability of the SARs as the
- Committee, in its sole discretion, deems appropriate.

(b) Reporting Participants. Subject to Section 8.9 below, the Committee may, in its sole discretion,
provide in any Stock Appreciation Rights Agreement (or in an amendment to any existing Stock
"Appreciation Rights Agreement) that Stock Appreciation Rights granted hereunder to a Reporting
Participant may be transferred to (i) the’ spouse (or former Spou‘se) children or grandchildren of the
Participant (“Immediate Family Members”); (ii) a trust or trusts for the exclusive benefit of the Paruc1pant
and/or such Immediate Family Members, (iii) a partnership in which the only partners are the Participant,
such Immediate Family Members and/or entities which are controlled by the Paruc1pant and/or such

" Immediate Family Members, (iv) an entity exempt from federal income tax pursuant to Section 501(c)(3) of
the Code or any successor provision, or (v) a split interest trust or pooled income fund described in Section
2522(c)(2) of the Code or any successor provision, provided that (x) there shall be no consideration for any
such transfer, (y) the Stock’ Appreciation Rights Agreement pursuant to which such Stock Appreciation
Right is granted must bé approved by the Committee and must expressly provide for transferability in a
manner consistent with this Section, and (z) subsequent transfers of transferred Stock Appremauon Rights
shall be prohibited except those by w111 or the laws of descent and dlstnbuuon

Following any transfer any such Stock Apprec1at10n Right shall continue to be subject to the same
terms and conditions as were applicable immediately prior to transfer, provided that for purposes of
Sections 8.4 and 8.5, and Articles 10, 12, 13, 14 and 16 hereof the term “‘Participant” shall be deemed to
include the transferee. The events of Termination of Service shall continue to be applied with respect to the
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original Participant, following which the SAR shall be exercisable by the transferee only to the extent and
for the periods specified-in the Stock Appreciation Rights Agreement.- The Committee and the Company
shall have: no obligation to inform any transferee of an SAR of any expiration, termination, lapse or
acceleration of such SAR. The Company shall have no obligation to register with any federal or state
securities commission or agency any Common Stock -issuable or issued under an SAR that has been
transferred by a Pammpant under this Section 8.8(b). '

The Committee may waive or modify any limitation coﬁt_ajned’in this Sectioh 8.8(b) that is not required
from compliance with Rule 16b-3. ~

8.9 Tandem Incentive Stock Option—Stock Appreciation Right. Whenever an Incentive Stock Option
and a Stock Appreciation Right are granted together and the exercise of one affects the right to exercise the other,
the following requirements shall apply:

(a). The Stock Apprec1at10n nght shall explre no later than the expiration of the underlying Incentlve
. Stock Option;

(b) The Stock Apprec1at1on nght may-be for no more than the difference between the Stock Option
Exercise Price: of the underlying Incentive Stock. Option and.the Fair Market Value of the Common Stock
. subject to the underlying Incentive Stock Option at the time the SAR is exercised;

(c) The Stock Appreciation Right is transferable only when the underlying Incentive Stock Option is
t:ransferable, and under the same condmons :

"(d) - The Stock Appreciation Right may be exercised only when the underlymg Incentive Stock Option
is eligible to be exercised; and . i

(&) The Stock Apprematmn Right may be exercised only when the Fair Market Value of the Common
Stock subJect to the. underlying Incentive Stock Optlon exceeds the Option Exercise Price of the underlying
Incentive Stock Option. ;

ARTICLE 9
CASH AWARDS

9.1 Grant of Cash Awards. The Committee may, in its sole discretion, grant Cash Awards in accordance
with the terms and conditions set forth in the Plan. Each related Award Agreement shall set forth (i) the amount
of the Cash Award, (ii) the:time or times within which such Award may be subject to forfeiture, if any, (iii) ‘
specified performance goals, or other criteria; if any; as the Committee may determine must be met in order to
remove any restrictions (including vesting) on such Award, and (iv) any other terms, limitations, restrictions, and
conditions of the Incentive that are consistent with this Plan.

The Award Agreement shall also set forth the yesting period for the Cash Award, if any, which shall
commence on the Date of Grant and, unless otherwise established by the Committee in the Award Agreement,
shall expire upon satisfaction of the conditions set forth in the Award Agreement. Such conditions may provide
for vesting based on (i) length of continuous service, (ii) achlevement of specific business objectives, (iii)
increases in specified indices, (iv) attainment of spemﬁed growth rates, or (v) other comparable measurements of
Company performance as may be determmed by the Comrmttee in its sole discretion. -

9.2 Termlnatlon of Servnce Sub]ect to the prov1s1ons of the particular Award Agreement, and unless
otherwise permitted by the Comm1ttee in its sole discretion, upon Termination of Service for any reason durmg a
vesting period (if any), the nonvested portion of a Cash Award shall be forfeited by the Participant. Upon any
forfeiture,-all rights of a Participant.with respect to the forfeited Cash Award shall cease and terminate, without
any further obligation on the part of the Company. :
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9.3 Form of Payment. In the sole-discretion of the Committee, the Company may satisfy- its obligation
under a Cash Award by the distribution of that number of shares of Common Stock or Restricted Stock, or any
combination thereof, having an aggregate Fair Market Value (as of the date of payment)-equal to the amount of
cash otherwise payable to the Participant, and/or by the distribution of Stock Options having an aggregate fair
value (as determiried by the Committee, in .its'sole discretion, in good faith) equal to the amount of cash
otherwise payable to the Participant, with a cash settlement to be made for any fractional share interests, or the
Company may settle such obligation in part with shares of Common Stock and in part with cash. If required by
Rule 16b-3 at the time of distribution, any shares of Common Stock distributed to a Reporting Participant must
be held by such Participant for at least six (6) months from the date of distribution. : '

» ARTICLE 10
AMENDMENT OR DISCONTINUAN CE

Subject to the limitations set forth in this Article 10, the Board, or, if the Board has specifically delegated
this authority to the Committee, the Committee, may at any time and from time to time, without the consent of
the Participants, alter, amend, revise, suspend, or discontinue the Plan in.whole or in part; provided that no
amendment shall be made without approval .of the stockholders of the Company if such approval is required in
order for the Plan and Incentives awarded under the Plan'to continue to comply with Sections 162(m), 421 and
422 of the Code, including any successors to such Sections or if required by any law, regulation or stock
exchange or inter-dealer quotation system on which the shares of Common Stock to be 1ssued pursuant to an
Incentive are listed or quoted. Any such amendment shall, to the extent deemed necessary or advisable by the
Board or Committee, be applicable to any outstanding Incentives theretofore granted under the Plan,
notwithstanding any contrary provisions contained in any Award Agreement. In the event.of any such
amendment to the Plan, the holder of any Incentive outstanding under the Plan shall, upon request of the
Committee and as a condition to the exercisability thereof, execute a conformmg amendment in the form
prescribed by the Committee to any Award Agreement relating thereto. In addition, unless requlred by law, no
termination or amendment of the Plan may, without the consent of the Participant to’ whom any Incentive has
theretofore been granted, adversely affect the rights of such Participant or obligations of the Company to such
Participant with respect to such Incentive.

ARTICLE 11
TERM

The Plan shall be effective from the date that this Plan is approved by the-Board. Unless sooner termmated
by action of the Board, the Plan will terminate on March 12, 2013, but Incentives granted before that date will
continue to be effective in accordance with their terms and conditions. -

ARTICLE 12
CAPITAL ADJUSTMENTS

CIfat any time_while the Plan is in effect, or while unexermsed Stock Optlons or SARs or unvested shares of
Reslncted Stock are outstandmg, there shall be any increase or decrease i in the number of issued and outstanding shares
of Common Stock resulting from any, dividend or other distribution (whether in the form of Common Stock, other
securities, or other property), recapitalization, stock split, reverse stock split, rights offermg, reorganization, merger,
consolidation, split-up, split-off, combination, subdivision, repurchase, or exchange of Common Stock or other
securities of the Company, issuance of warrants or other rights to purchase Common Stock or other securities of the
Company, or other similar corporate transaction or event affecting the Common Stock then and in such event:

(a) An appropriate adjustment shall be made in the maximum number of -shares of Common Stock
that may be awarded under the Plan and in the maximum number of.shares of Common Stock that may be
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.awarded to-a Participant; to the ‘end that the same- proportion of the Company’s issued and outstanding
. shares of Common Stock:shall continue to. be subJect to being so-awarded;

(b) Approprrate adjustments shall be made in the number of shares of Common Stock purchasable
under outstanding, unexercised Stock Options and the Option Exercise Price therefor, to the end that the
. same proportron of the Company’s issued and outstanding shares of Common Stock in each such instance

7 vshall remam subject to purchase at the same aggregate Optron Exerc1se Prrce

(¢} Appropriate adjustments shall be made in the number of shares of- Common Stock subject to
outstanding, unexercised SARs and the SAR Price therefor, to the end that the same proportion of the
Company’s issued -and- outstandlng shares of Common Stock 1n each mstance shall remain subject to
exercise at the same aggregate SAR Price; and

«:(d) Appropriate- adjustments shall be made in the number of outstanding shares of Restrlcted Stock
wrth respect to which restrictions have not yet lapsed prior to any such change.

Notw1thstand1ng any adjustments made hereunder the number -of shares of Common Stock (or.other
securmes or.property) subject to any Award shall always be a whole number In lieu of the foregoing, if deemed
approprrate, the Cornrmttee may make provision for a cash payment to the holder of an outstanding Award.
Notwrthstandmg the foregoing, no such adjustment or cash payment shall be made or authorized to the extent
that such adjustment or cash payment.would cause the Plan or any, Stock Optron to, violate Code Section 422.
Furthermore, no such .adjustment or cash payment shall be made under 'this Article 12 for the issuance of
Common Stock or any other security for consideration, not less than the par value thereof, as may be determined
by the Board. Such adJust;ments shall be made in accordance with the rules of any. securities exchange, stock
market, or stock quotation system to Wthh the Company 1s subJect

Upon the occurrence of each event requmng an ad]ustment or cash payment with respect to Stock Optrons
SARs, or shares of Restricted Stock, the Company shall mail to each affected Participant its computation of such
ad_]ustment or cash payment whrch shall be conclusrve and shall be b1nd1ng upon each such Participant.

I

ARTICLE 13
RECAPITALIZATION, MERGER AND CONSOLIDATION

13.1 No Effect on Company’s Authority. The existence of this Plan and Incentives granted hereunder
shall not affect in any way the right or power of the Company or its stockholders to make or authorize any or all
adjustments, recapitalizations, reorganizations, or other changes in the Company’s capital structure and its
business, or any merger or consolidation of the Company, or any issue of bonds, debentures, preferred or
preference stocks ranking prior to or ‘otherwise affectmg the Common Stock or the rights thereof (or any rights,
options, or. warrants to purchase same), or the dlssolutron or liquidation of the Company, or any sale or transfer
of all orany part of its assets or busmess or any other corporate act or proceedlng, whether of a similar character
or otherwrse

13. 2 Conversron of. Incentlves Where Company Surv1ves Subject to any required action by the
stockholders, if the Company shall be the surv1vrng or resulting corporation in any merger, consohdatron or share
exchange, any Incentive granted hereunder shall pertain to and apply to the securities or rights (mcludmg cash,
property, or assets) to which a holder of the number of shares of Comrnon Stock subject to the Incentive would
have been entrtled .

133 Exchange or Cancellatlon of Incentives Where Company Does Not Survnve In the évent of any
merger, consolidation or’ share exchange pursuant to which the Company is not the surviving or resulting
corporation, there shall be substituted for each share of Common Stock subject to the unexercised or unvested
portions of outstanding Incentives, that number of shares of each class of stock or other securities or that amount
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of cash, property, or assets of the surviving, resulting or consolidated company that were distributed or
distributable to the stockholders of the Company in respect. to each share of Common Stock held by them, such
outstanding Incentives to be thereafter exercisable for such stock, securmes cash, or property in accordance with
their terms (subject to Sectlon 13.4 below).

Notwithstanding the foregoing, however, all such Incentives may be canceled by the Company, in its sole
discretion, as of the effective date of any such reorganization, merger, consolidation or share exchange, or of any
proposed sale of all or substantially all of the assets of the Company, or of any dissolution or liquidation of the
Company, by either:

(a) giving notice to each holder thereof or his personal representative of its intention to do so and by
permitting the exercise during the thirty (30) day period next preceding such effective date of any
outstanding Stock Options or SARs, whether or not vested in accordance with their original terms, and by
waiving all restrictions on outstanding shares of Restricted Stock; or

(b) paying the holder thereof an amount equal to a reasonable estimate of the difference between the
net amount per share payable in such transaction or as a result of such transaction, and the exercise price per
share of such Stock Option (hereinafter the “Spread”), multiplied by the number of shares subject to the
Stock Option. In cases where the shares constitute, or would after exercise, constitute Restricted Stock, the
Company, in its discretion may include some or all of those shares in the calculation of the amount payable
hereunder. In estimating the Spread, appropriate adjustments to give effect to the existence of the Stock
Options shall be made, such as deeming the Stock Options to have been exercised, with the Company
receiving the exercise price payable thereunder, and treating the shares ‘receivable upon exercise of the
Options as being outstanding in determining the net amount per share. In cases where the proposed
transaction consists of the acquisition of assets of the Company, the net amount per share shall be calculated
on the basis of the net amount receivable with respect to shares of Common Stock upon a distribution and
liquidation by the Company after giving effect to expenses and charges, including but not limited to taxes,
payable by the Company before such liquidation could be completed:

An Award that by its terms would be fully vested or exercisable upon such a reorganization, merger,
consolidation, share exchange, proposed sale of all or substantially all of the assets of the Company or
dissolution or liquidation of the Company will be considered vested or exercisable for purposes of
subparagraph (a) hereof.

ARTICLE 14
LIQUIDATION OR DISSOLUTION

Subject to Section 13.3, in case the Company shall, at any time while any Incentxve under this Plan shall be
in force and remain unexpired, (i) sel all or substantially all of its property, or (i) dissolve, liquidate, or wind up
its affairs, then each Participant may thereafter receive upon exercise of any Option or SAR (in lieu of each share
of Common Stock of the Company which such Participant would have been entitled to receive) the same kind
and amount of any securities or assets as may be issuable, distributable, or payable upon any such sale,
dissolution, liquidation, or winding up with respect to each share of Common Stock as if such award had been
exercised immediately prior to such'sale, dissolution, liquidation or winding up. If the Company shall, at any
time prior to the expiration of any Incentive, make any partial distribution of its assets, in the nature of a partial
liquidation, whether payable in cash or in kind (but excluding the distribution of a cash dividend payable out of
carned surplus and designated as such), then in such event the exercise prices then in effect with respect to any
outstanding Stock Options or SARs shall be reduced, on the payment date of such distribution, in proportion to
the percentage reduction in the tangible book value of the shares of the Company’s Common Stock (determined
in accordance with generally accepted accounting principles) resulting by reason of such distribution.
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-ARTICLE 15
INCENTIVES IN SUBSTITUTION FOR
INCENTIVES GRANTED BY OTHER CORPORATIONS

Stock Options, SARs and shares of Restricted Stock rnay be granted under the Plan from time to time in
substitution for similar options, stock appreciation rights or shares of restricted stock held- by employees or
directors: of a corporation, partnership or limited liability company who become or are about to become
Employees or Nonemployee Directors of the Company or-any Subsidiary:as a result of a merger-or consolidation
of the. employing corporation with the Company or any Subsidiary, the acquisition by the Company or any
Subsidiary of equity of the employing entity, or any other similar transaction pursuant to which the Company or
a Subsidiary becomes the successor employer. The terms and conditions of the substitute Incentives so granted
may vary from the terms and conditions set forth in this Plan to such extent as the Board at the time of grant may
deem appropriate to conform, in whole or in part, to the provisions of the options, stock appreciation rights or
shares of restricted stock in substitution for which they are granted.

" ARTICLE 16 ‘
MISCELLANEOUS PROVISIONS

16.1 Investment Intent. The Company may require that there be presented to and filed with it by any
Participant under the Plan, such evidence as-it may deem necessary to establish that the Incentives granted or the
shares of Common Stock to be purchased or transferred are being acquued for investment and not with a view to
their dlstmbuuon '

16.2 No Right to Continued Employment. Neither the Plan nor any Incentive granted under the Plan
shall confer upon any Pammpant any right with’ respect to contmuance of employment by the Company or any
Sub51d1ary A ;

16.3 Indemnification of Board and Committee: No member of the Board or the Committee, nor any
officer or Employee of the Company acting on behalf of the Board or the Committee, shall be personally liable
for any action, determination, or interpretation taken or made in good faith with respect to the Plan, and all
members of the Board or the Committee and each and any officer or Employee of the Company -acting on behalf
of the Board or the Committee shall, to the extent permitted by law, be fully indemnified and protected by the
Company in-respect of any such action, determination, or interpretation.

.16.4 Effect of the Plan. Neither the adoption of this Plan nor any action of the Board or the Commiittee shall
be deemed to give any person any right to be granted an Award or any other rights except as-may be evidenced by
an. Award Agreement, or any. amendment thereto, duly authorized by the Committee and executed on behalf of the
Company, and then only to the extent and upon the terms and conditions expressly set forth therein.

16.5 Compliance' With Securities Laws and other Rules and Regulations. The Plan, the grant and
exercise of Incentives hereunder, and the obligation of the Company to-sell and deliver shares of Common Stock,
shall be subject to all applicable federal and state laws, rules and regulations and to such approvals by any
govemment or regulatory agency as may be requ1red Notw1thstandmg anything herein to the contrary, the
Company shall have no obligation to sell or issue shares of Common Stock under any Incentive if the Committee
deterrnines; in its sole discretion, (i) that issuance thereof would constitute a violation by the Participant or the
Company of any provisions of any law or regulation of any governmental authonty or any national securities
exchange or inter-dealer quotation system or other forum in which shares of Common Stock are quoted or traded
(including without limitation Section 16 of the Exchange Act and Section 162(m) of the Code), or (ii) if a
necessary listing ‘or quotation of the shares of Common-Stock on a stock exchange or inter-dealer quotation
system or any registration under state or federal securities laws required under the circumstances has not been
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accomplished; and, as a condition of any sale or issuance of shares of Common Stock under an Incentive, the
Committee may require such agreements or undertakings, .if any, as the Committee may deem necessary or
advisable to assure compliance with any such law or regulation.

16.6 Withholding; Notice of Disposition of Stock Prior to Expiration of ISO Holding Period.

(a) Condition Precedent. The Company or, if applicable, any Subsidiary.(for purposes of this Section
- 16:6, the:term “Company” shall be deemed to include any applicable Subsidiary), shall have the right to
* deduct from all amounts paid in.cash or other form-in connection with the Plan, any Federal, state, local, or
other taxes required by law to be withheld in connection with an Award granted under this Plan. Whenever
shares of Common Stock are to be issued pursuant an Award, the Company may, in its.sole discretion,
require the Participant to remit to the Company an amount sufficient to-satisfy federal, state, local or other
withholding tax requirements prior to the delivery of any certificate or certificates for such shares of
Common Stock. . ‘

(b) Manner of Satisfying Withholding Obligation. When a Participant is required to pay to the
Company an amount required to be withheld under applicable tax laws in connection with an Award, such
payment may be made (i) in cash, (ii) by check, (iii) if permitted by the Committee, by delivery to the
Company of shares of Common Stock already owned by the Participant that the Participant has not acquired
from the Company within six (6) months prior to the date of exercise having an aggregate Fair Market Value
on the date the amount of tax to be withheld is to be determined (the “Tax Date”) equal to the amount required
to be withheld; (iv) with respect to Stock Options, through the withholding by the Company (“Company
Withholding”) of a portion of the shares of Common Stock acquired upon the exercise of the Stock Options
(provided that, with respect to any- Stock Option held by a Reporting Participant, at least six (6) months has
elapsed between the Date of Grant of such Stock Option and the exercise involving tax withholding) having an
aggregate Fair Market Value on the Tax Date equal to the amount required to be withheld, or (v) in any other
form of wvalid consideration, as permitted by the Committee ini its discretion;- provided that a Reporting
Participant shall not be permitted to satisfy his or her withholding obligation through Company Withholding
unless required to do so by the Committee, in its sole discretion. The Company may, in its sole discretion,
withhold any such taxes from any other cash remuneration otherwise paid by the Company to the Participant.

- The Committee may in the Award Agreement impose any additional tax requirements or provisions that the
Committee deems necessary or, desirable. The Committee may waive or modify any limitation contained in
this Section that is not required for compliance with Rule 16b-3.

(c) Notice of'- Disposition of Stock Acquired Pursuant t6 Incentive Stock Options. If shares of
Common Stock acquired upon exercise of an Incentive Stock Option are disposed of by a Participant prior
to the expiration of either two (2) years from the Date of Grant of such Stock Option or one (1) year from
the transfer of shares of Common Stock to the Participant pursuant to the exercise of such Stock Option, or
in any other disqualifying disposition within the meaning of Section 422 of the Code, such Participant shall
notify the Company in writing of the date and terms of such disposition. A disqualifying disposition by a
Participant shall not affect the status of any other Stock Option granted under the Plan as an Incentive Stock
Option within the meaning of Section 422 of the Code. :

16.7 Use of Proceeds. Proceeds from the sale of shares of Common Stock pursuant to Incentives granted
under. this Plan shall constitute general funds of the Company..

16. 8 Legemd Each certificate representmg ‘shares of Restricted Stock 1ssued to a Pamclpant pursuant to
the Plan shall bear the followmg legend, or a similar legend deemed by the Company to constitute an appropriate
notice of the provisions hereof and the applicable security laws (any such certificate not having such legend shall
be surrendered upon demand by the Company and so endorsed):

On the face of the certificate:

“Transfer of this stock is restricted in accordance with conditions printed on the reverse .of this
certificate.” ‘ .
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On the reverse:

“The shares of stock evidenced by this certificate are subject to and transferable only in accordance
with that certain CellStar Corporation 2003 Long-Term Incentive Plan, as amended from time to time,
a copy of which is on file at the principal office of the Company in Carrollton, Texas. No transfer or
pledge of the shares evidenced héreby may be made except in accordance with and subject to the
provisions of said Plan. By acceptance of this certificate, any holder, transferee or pledge hereof agrees
to be bound by all of the provisions of said Plan.”

The following legend shall be inserted on a certificate evidencing Common Stock issued under the Plan if
the shares were not issued in a transaction registered under the applicable federal and state securities laws:

“Shares of stock represented by this certificate have been acquired by the holder for investment and not
for resale, transfer or distribution, have been issued pursuant to exemptions from the registration
requirements of applicable state and federal securities laws, and may not be offered for sale, sold or
transferred other than pursuant to effective registration under such laws, or in transactions otherwise in
compliance with such laws, and upon evidence satisfactory to the Company of compliance with such
laws, as to which the Company may rely upon an opinion of counsel satisfactory to the Company.”

A copy of this Plan shall be kept on file in the principal office of the Company in Carrollton, Texas.

IN WITNESS WHEREOF, the Company has caused this instrument to be executed as of March 13, 2003,
by its President and Secretary pursuant to prior action taken by the Board.

CellStar Corporation

By: /s/ Terry S. Parker

Its: Chief Executive Officer

Attest:

/s/ Elaine Flud Rodriguez
Elaine Flud Rodriguez, Secretary
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